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BUSINESS OF THE COMPANY

Central Virginia Bankshares, Inc. (the “Company”} was incorporat-
ed in 1986 to serve as the holding company for Central Virginia
Bank {the “Bank”). The Bank was incorporated in 1972 under the
laws of Virginia and opened for business on September 17, 1973.
Its primary service areas are Powhatan and Cumberland Counties,
eastern Goochland County and western Chesterfield and western
Henrico Counties. The Bank’s main office is located in the Village
of Flat Rock in Powhatan County, eight miles west of the Village
of Midlothian in Chesterfield County. Flat Rock is the cemmergial
hub of Powhatan County. The Bank’s branch offices are located in
the Village Marketplace Shopping Center in the Viflage of
Midlothian, the Market Square Shopping Cet&ermﬁmnéetmﬂl
and the Shoppes at Bellgrade, all in Chestesfield County; on USS.

Route 60 near the County Courthouse and in Cartersville, both in

Cumberland County, and in Wellesley in the Skiort Pump aves of
western Henrico County. The Wellesley location was acquired from
another financial institution and opened in July 2001 while the
Bellgrade location was acquired from another financial institution
in October 2003 and was opened for business in March 2004.

The Bank engages in a general community and commercial
banking business, targeting the banking needs of individuals and
small to medium sized businesses in its primary service area. The
Bank offers all traditional loan and deposit banking services as
well as newer services such as telephone banking, debit cards,
and internet banking.

The Bank encounters strong competition for its banking
services wichin its primary service atea from other.comepunity
banks and larger banks in the Richmond metropolitan area. The
success of the Bank in the past and its plans for success in the
future is dependent upon providing superior customer service and
convenience. The Bank will continue o focus its lending within
its primary service area.

The company is subject to regulation by the Board of
Governors of the Federal Reserve System. The Bank is supetvised
and regularly examined by the Federal Reserve Board and the
Bureau of Financial Institutions of Virginia’s State Corporation
Commission. The Bank is also subject to Federal Deposit Insurance
Corporation deposit insurance assessments.

The Company and the Bank have 103 full-time and 19 part-time
employees.
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FINANCIAL HIGHLIGHTS

Central Virginia Bankshares, Inc.

For the Years Ended December 31, 2004 2003 2002 2001 2000
(Dollars in thousands, except per share data) .
At Year End
Total Assets $379,276  $365,835 $285,086 $249,423 $200,933
Deposits 309,947 300,720 237,988 208,027 165,811
Loans Receivable, net 177,234 156,050 139,392 139,411 132,383
Stockholders’ Equity 34,381 28,343 24,499 20,828 19,177
Net Income 4,364 3,914 3,005 2,019 2,060
Ratios
Return on Average Assets 1.18% 1.22% 1.12% 93% 1.06%
Return on Average Equity 14.80% 14.66% 13.50% 10.00% 11.52%
Per Share Data(V
Net Income 1.4 1.72 1.33 .94 97
Cash Dividends .58 51 47 44 41
Book Value Per Share 13.87 12.77 11.33 9.69 8.99

M Adjusted for 5% stock dividends paid in June 2004 and December 2002.
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LEYTER TO SHAREHOLDERS

What a year! After our excep-

tional performance in 2003, we

knew exceeding that performance
in 2004 would be difficult. Focus, hard work and dedication
produced results that once again surpassed expectations.
Qur net income for the year ended December 31, 2004 was
$4,364,324, an increase of $450,559 or 11.5 percent com-
pared to last year’s $3,913,765. Basic earnings per share for
2004 were $1.95 compared to $1.79 in 2003 and $1.91 fully
diluted compared to $1.72 in 2003, increases of 8.7 and 10.5
percent respectively. The return on average shareholders equity
for 2004 was 14.8 percent versus 14.7 percent in the prior
year. Our annual return on assets was a very respectable 1.18
percent, off only slightly from 2003’s 1.22 percent. At year-end,
the book value of a share of common stock had improved to
$13.87 compared to last year’s $12.77, as shareholders equity
increased to $31.4 million from $28.3 million last year. Our
capital position remains strong with an average capital to
assets ratio of 7.98 percent. On a regulatory risk weighted
basis, our tier 1 risk-based capital ratio was 13 percent and
the total risk-based ratio was 14 percent.

Our total assets at year end stood at $379.3 million
an increase of 3.7 percent from last year-end’s balance of
$365.8 million. Our compound annual growth rate mea-
sured over the past five years has been an impressive 14.9

percent, and over the past seven years this same measure
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was 14.7 percent! Our deposit pricing and marketing strate-
gies throughout 2004 were not only effective but successful
as every deposit category except for regular savings evidenced
solid growth, with regular checking up 14 percent, interest
checking up 9 percent, savings down 8 percent, and certifi-
cates of deposit up 3 percent. We have experienced keen
competition for deposits in our primary markets over the
past few years, and fully anticipate this trend to continue.

The continuing growth in our profitability is a direct
result of growth in, and management of, our earning assets,
which consist of investment securities or loans; and our
funding sources, comprised of deposits and borrowings.
Average earning assets were $341.8 million an increase of
$45.5 million or 15.4 percent over 2003’s average of $296.3
million. Securities purchased for investment purposes aver-
aged $170 million up $24.3 million from $145.7 million in
the prior year, while loans grew by $21.7 million to end the
year at $171.3 million.

On the funding side, total deposits averaged $300.7
million, an increase of 11.2 percent or $30.2 million over
2003’s average of $270.5 million. While total borrowings
averaged $33 million an increase of $10 million from last
year’s average of $23 million. We will continue to maximize
earnings through the application of reasonable financial
leverage, having capitalized on the historical lows in interest
rates in 2003 and early 2004.

Qur primary source of profitability and the most impor-
tant measure of our net interest income management is the
tax-equivalent net interest margin. It represents the differ-
ence between interest income with all non-taxable interest
adjusted to a fully tax-equivalent basis plus net loan fees
earned, minus all interest expense. When this is expressed
as a percentage of average interest earning assets, you have
the net interest margin. The Company’s tax-equivalent net
interest margin was 4.05 percent in 2004, compared to 4.21
percent during 2003. The margin decreased in 2004 as the
tax-equivalent yield on interest-earning assets fell by 26

basis points to 6.20 percent from 6.46 percent in 2003 while
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the yield on interest-bearing liabilities only decreased 10
basis points to 2.45 percent in 2004 from 2.55 percent in
2003. The decline in the yield on earning assets was due to
declines in the yield on loans from 6.88 percent in 2003 to
6.47 percent in 2004; coupled with the yield on investment
securities dropping to 5.99 percent in 2004 from 6.12 percent
in 2003 as higher-yielding securities were called by the issuers
and replaced with securities bearing the lower current
market interest rates. On a brighter note, as previously
mentioned, we are experiencing solid loan demand , resulting
in higher levels of earning assets. The majority of our loan
demand continues to be short term commercial and
construction loans and residential mortgage lending.
Additionally, our total consumer loan growth has principally

been home equity lines and credit cards.

We believe the future is bright for Central Virginia

Bankshares, Inc. as we are situated in an ideal market.

. The growth continues in eastern Powhatan and western

Chesterfield Counties as well as eastern Goochland and
western Henrico Counties. As we previously mentioned, the
opening of the western portion of Route 288 in the third
quarter of 2004 will no doubt be a significant catalyst to the
economic expansion of our markets. Qur regional economic
climate is vibrant and shows no signs of weakness or abate-
ment of growth. The demand for housing remains robust,
while the availability of homes on the market is tight. This
situation is the principal driver of a continuing demand for

residential construction in our principal markets.
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In our earnings.

The continuing economic growth in our region is sig-
nificantly impacted by interest rates. In our opinion, while
rates will be moving upward over the next year, the increases
will be measured and should be absorbed with little negative
impact, which bodes well for business expansion, consumer
spending, and our company.

Our asset quality remains good, as evidenced by low
levels of non-performing assets. Loans in a non-accrual
status, loans past due over ninety days, and foreclosed
property remain at levels that we believe are acceptable.
We continue to maintain our reserve for loan losses at an
appropriately prudent level given our ongoing analysis of
the potential for losses within our loan portfolio. At year-end
the reserve stood at 1.50 percent of total loans.

Our non-interest income in 2004 was $2.8 million
compared with last year's $3 million, a decline of 6 percent

resulting from lower deposit fees and charges, commissions

Ralph Larry Lyons, John B. Larus

from a lower volume of non-deposit investment product
sales, and a decline in the volume of secondary market
mortgage loan originations and refinancings. Qur goal
remains to increase non-interest income from expansion of
existing and identifying new sources of revenue, as this is a
very important component of our continuing profitability.
Our Non-Deposit Investment Product Sales department
and our Secondary Market Mortgage department have
been very successful and will continue to be emphasized.
Regarding non-interest expense growth, we feel we
have done a good job of controlling as much of these
expenses as we can. Non-interest expense for 2004 totaled
$10 million compared to $9.1 million in 2003, an increase
of $0.9 million or 9.2 percent A large part of the increase
can be attributed to growth in salaries and benefits which
are the Company's second largest expense behind interest
expense. Other areas where significant increases occurred
were, occupancy, equipment, advertising and public relations,
and other general operating expenses. A large portion of
these increases are related to the opening of our Bellgrade
branch in March 2004, as well as the overall growth of the

bank. As we have mentioned before, as the Company grows,




we are constantly in a regular cycle of replacing and
upgrading our bank wide network of computer equipment
and software. This process of regular technology upgrades,
will continue from now on. Our challenge over the next few
years will be to control our non-interest expense as much as
possible given the known costs attributed to compliance with
the Sarbanes-Oxley Act, increased occupancy expense asso-
ciated with moving into our new main office building, and
general technology upgrades. Accordingly, we anticipate
our total non-interest expenses to run slightly higher than
our historical average in the coming years.

What does the future hold for Central Virginia
Bankshares? We believe our company will continue to grow
and prosper in the coming years. We will continue to evaluate
franchise expansion through branching in the higher growth
areas of our primary markets. And although we have no
present plans to significantly expand beyond our primary
service area, we will most certainly evaluate closely any
potential opportunities if and when they become known to
us. Our Bellgrade branch, which opened in March 2004, is
an example of how our expansion into new markets can at
the same time setve existing customers with new locations
that complement our present branch network. New branch
locations as well as new business lines are constantly being
evaluated to determine if they can provide an adequate return
on our investment, thereby enhancing our profitability and
increasing shareholder value.

What are the major initiatives in process or planned for
the coming year? We are more than 50 percent complete
with the construction of our new main office, and we antici-
pate occupancy in July 2005. This new branch will allow us
to serve almost twice as many drive up, as well as walk in
customers as our present branch. As a result of our past
growth, and in view of our goals for future expansion, we
are adding commercial lending and business development

officers to our staff.
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The Company’s results for 2004 are indicative of sound
earning asset and funding management. Despite slower
growth than the double digit rates experienced in the past
several years, we still increased income by 11.5 percent,
increased capital by 11 percent, improved the book value of
a share of stock by $1.10 to $13.87, improved the return on
equity to 14.8 percent, and maintained a very respectable
1.18 return on assets. All-in-all, 2004 was a very good year.

As we move forward in 2005 and subsequent years, we
will expand our franchise in the higher growth areas of our
primary markets only when it makes sense from an economic
perspective. We remain committed to building and improving
shareholder value through maintaining profitability thereby
allowing regular dividend payments reflective of the growth
in our earnings. Our mission continues to be to deliver first
class banking products and services at a fair price, while
providing unparalleled personal service to all our customers.

We would be remiss, if we did not recognize the out-
standing efforts and dedication of all our Officers and
Associates. It should be abundantly clear that we would not
have accomplished what we already have, nor will we be
able to achieve our goals for the future, if it were not for
their past and future efforts. Lastly, we want to sincerely
thank all our shareholders and customers for your continued

confidence, support, and patronage.

Sincerely,

B Koy filpt e —
John B. Larus Ralph Larry Lyons
Chairman President & CEO



MANAGEMENTS DISCUSSION
AND ANALYSIS

RESULTS OF OPERATIONS

Net income for the year ended December 31, 2004 increased
$450,559, or 11.5%, to $4,364,324. This increase was primarily
due to an increase in net interest income, which increased
9.1% to $13.0 million as interest rates began to rise during
the last half of the year. Total interest income increased $1.8
million, or 9.6%, as the Company’s average interest-earning
assets, primarily loans and investment securities, increased by
$45.5 million or 15.4% from December 31, 2003. Interest
expense increased 10.4% to $7.3 million from $6.7 million in
2003. This increase is reflective of a 10.4% increase in aver-
age interest-bearing deposits as well as a full year of expense
related to the $5 million trust preferred securities issued in
December 2003. Other income decreased 5.5% in 2004 as
mortgage loan refinancing slowed resulting in a 32.6%, or
$115,118 decrease in secondary mortgage market loan
income. Also decreasing in 2004 compared to 2003 were
deposit fees and charges, income from the investment in bank-
owned life insurance, and commissions from the sale of non-
deposit investment products. Non-interest expenses increased
9.2% primarily due to increases in salaries and benefits, in
addition, other areas contributing to the increase were
occupancy expense, advertising, and office supplies principally
due to the opening of the Bellgrade branch in March 2004.
For the year ended December 31, 2003, net income
increased $908,601, or 30.2%, to $3,913,765. The major
source of this increase was net interest income, which
increased 20.6% to $11.9 million due to the steady, but
lower, interest rate environment throughout the year. Total
interest income increased $1.1 million, or 6.5%, as the
Company’s interest-earning assets, most notably loans and
investment securities, rose 30.0% from December 31, 2002.
Funding for this asset growth was provided by a $62.7 mil-
lion, or 26.4%, increase in deposits, as well as a $5 million
increase in Federal Home Loan Bank advances and $5
million in proceeds from the issuance of trust preferred
securities. Also showing an increase for the year was other

income, which rose 17.9% reflecting increased activity in
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the secondary mortgage market loan area as well as in
commissions from the sales of non-deposit investment
products. Non-interest expenses increased 16.6% primarily
due to increases in salaries and benefits as the Company
added personnel to support the growth.

Basic earnings per share in 2004 were $1.95 compared
to $1.79 in 2003 and $1.39 in 2002. Diluted earnings per
share were $1.91, $1.72, and $1.33, respectively for the
same periods. All per share amounts presented reflect the
5% stock dividend paid June 15, 2004.

The Company’s return on average equity was 14.8%
in 2004, compared to 14.7% and 13.5% in 2003 and 2002,
respectively. Return on average assets amounted to 1.18%,
1.22%, and 1.12% for these same periods.

Net Interest Income. The Company’s net interest income
was $12,971,996 in 2004, compared to $11,891,356 and
$9,860,808 for 2003 and 2002, respectively. The 9.1% increase
in 2004 reflects an increase in the average balance of interest-
earning assets while the 20.6% increase in 2003 reflects the
effects of declining interest rates over the previous two years.
Total interest income increased 9.6% to $20.3 million in
2004 as the average balance of interest-earning assets
increased 15.4% to $341.8 million while the taxable equiva-
lent vield dropped to 6.20% from 6.46% in 2003. Total interest
expense increased 10.4% to $7.3 million in 2004 as a full
year of interest expense was recognized related to the capital
trust preferred securities issued in December 2003. In addi-
tion, the Company increased its borrowings from the Federal
Home Loan Bank to $30.5 million from $26.0 million in
2003. In 2003, net interest income increased 6.5% as interest
rates declined throughout the year.

The following table sets forth the Company's average
interest earning assets (on a tax-equivalent basis) and aver-
age interest bearing liabilities, the average yields earned on
such assets and rates paid on such liabilities, and the net

interest margin, all for the periods indicated.




Central Virginia Bankshares, Inc.

Year Ended December 31, 2004 2003 2002
Average Yield/ Average Yield/ Average Yield/
Balance Interest Rate Balance Inrerest Rate Balance Interest Rate
(Dollars in thousands)
Interest earning assets:
Federal funds sold $ 2,767 $ 38 1.37% $ 2981 $ 31 1.04% $ 5,551 $85 1.53%
Securities: ©)
U. S. Treasury and other
U. S. government agencies
and corporations $ 77,833 $ 3,956 5,10% $69,204 § 3,571 5.16% $ 44,443 § 3,017 6.79%
States and political subdivisions ©) 34,169 2,089 6.64% 26,868 1,789 6.66% 23,705 1,671 7.05%
Other securities & 58,569 3,999 6.83% 46,568 3,373 1.24% 28,543 2,010 7.04%
Total securities ) 167,274 10,024 5.99% 142,640 8,733 6.12% 96,691 6,698  6.93%
Loans (D346 474,804 44,123 8.47% 150,583 10,361 6.88% 144,137 10,884  7.58%
Total interest-earning assets ®)  $344,839 $24,1835 6.20% $296,204  $19,125 6.46% $246,379  $17,667 7.17%
Interest bearing liabilities:
Deposits:
Interest bearing demand $ 54,820 ¢ 409 0.79% $47309 $ 429 0.91% $ 40,968 $ 631 1.54%
Savings 51,328 41  1.25% 51,199 785 1.53% 33,543 869  2.59%
Other time 159,057 4,932 3.10% 138,923 4,715 3.39% 120,377 5325 4.42%
Total deposits 262,206 5,282 2.28% 237431 5929 2.50% 194,888 6,825  3.50%
Federal funds purchased and securities
sold under repurchase agreements 2,895 42  1.45% 1,297 15 1.16% 1,335 26 1.95%
FHLR advances
Overnight 5,252 81 1.54% 5,000 67 1.34% 5,597 106 1.89%
Term 24,940 948 3.67% 16,658 627 3.76% 15,058 590  3.92%
Trust preferred obligation 5,000 325 6.50% 205 13 6.34% — —  0.00%
Total interest-bearing liabilides ~ $300,293 $ 7,345  2.45% $260,591  $ 6,651 2.55% $216878 § 7,547  3.48%
Net interest spread $13,840 3.75% $12,474 3.91% $10,120  3.69%
Net interest margin 4.05% 421% 4.11%

(M Installment loans are stated net of unearned income.
@) Average loan balances include nonaccrual loans.

@) Interest income on loans includes loan fees of $418,884 in 2004,

$543,756 in 2003 and $565,453 in 2002.

) Tax-exempt income has been adjusted to a tax-equivalent &) Includes securities available for sale and securities held to maturity

basis using an incremental rate of 34%

The tax-equivalent net interest margin is a measure of
net interest income performance. It represents the difference
between interest income with any non-taxable interest
adjusted to a fully tax-equivalent basis, including net loan
fees earned, and interest expense, reflected as a percentage
of average interest earning assets. The Company’s tax-equiva-
lent net interest margin was 4.05% in 2004, compared to
4.21% in 2003 and 4.11% in 2002. The net interest margin
decreased in 2004 as the tax-equivalent yield on interest-earn-
ing assets fell from 6.46% in 2003 to 6.20% in 2004 while the

yield on interest-bearing liabilities only decreased 10 basis

© Includes mortgage loans held for sale.

points from 2.55% in 2003 to 2.45% in 2004. The tax-equiv-
alent yield on securities dropped from 6.12% in 2003 to 5.99%
in 2004 as higher-yielding securities were called and were
replaced with securities bearing the lower current market
interest rates. In 2003, interest rates were relatively stable
compared to the continual reduction of rates during 2002. The
tax-equivalent vield on average interest-earning assets was 6.46%
in 2003 compared to 7.17% in 2002 while the average balance

of interest-earning assets increased 20.2% to $296.2 million.



MANAGEMENT'S DISCUSSION AND ANALYSIS

continued Central Virginia Bankshares, Inc.

Net interest income is affected by changes in both aver- old volume)} and volume {(change in volume multiplied by
age interest rates and average volumes of interest-earning old rate) for the periods indicated. The amount of change not
assets and interest-bearing liabilities. The following table sets solely due to rate or volume changes was allocated between
forth the amounts of the total change in interest income the change due to rate and the change due to volume based
that can be attributed to rate (change in rate multiplied by on the relative size of the rate and volume changes.

(Dollars in Thousands) 2004 Compared to 2003 2003 Compared to 2002
Volume Rate Net Volume Rate Net

Interest income
Federal funds sold $ {2) $ 9 $ 7 $ (32 $ (22 S 54
Securities: (1

U.S. Treasury and other U.S. government

agencies and corporations 424 {39) 385 973 419) 554
States and political subdivisions 286 {6) 280 202 (84) 118
Other securities 805 {(179) 626 1,304 59 1,363

Total securities 1,515 {224) 1,291 2,479 (444) 2,035

Loans® 1,312 {550) 762 588 (1,111) (523)

Total interest income $2,825 $ (785) $ 2,060 $3,035 $ (1,577) $ 1,458

Interest expense:

Deposits:
Interest bearing demand $§ 55 $ (75) $ (20) $ 122 $ (324 $ (202)
Savings i {146) (144} (376) 292 (84)
Other time 537 {320) 217 1,194 (1,804) (610)
Total deposits 594 {541} 53 940 (1,836) (896)
Federal funds purchased and securities
sold under repurchase agreements 22 5 27 (1) (10) (11)
FHLB advances
Overnight 3 i1 14 (10) (29) (39
Term 304 (16) 288 58 Q1) 37
Trust preferred securities 312 —_ 312 13 — 13
Total interest expense $1,235 $ (541) $ 694 $ 1,000 $ (1,896) $ (896)
Increase (decrease) in net interest income $1,590 $(224) $1,366 $2,035 $ 319 $2,354

() Includes securities available for sale and securities held to maturiry
@ Fully taxable equivalent basis




Non-Interest Income. Non-interest income decreased
$165,407, or 5.5% in 2004 from 2003 for various reasons.
Deposit fees and charges were down 7.1% as fees charged on
overdrawn checking accounts declined. The increase in cash
surrender value of bank-owned life insurance declined 3.9%
reflecting decreases in interest rates. A downturn in mort-
gage loan refinancing activity resulted in a decline of 32.6% in
income and fees from the sale of mortgage loans in the sec-
ondary market. Commissions earned from the sales of non-
deposit investment products decreased 10.6% in spite of an
increase in overall activity as the 2003 results included one
large non-recurring commission. These decreases were par-
tially offset by a 16.9% increase in bank card fees, a 7.9%
increase in gains realized on the sale of securities and a 12.6%
increase in other income.

During 2003, increased mortgage loan refinancing
activity resulted in a 26.4% increase in secondary mortgage
market fees for the year compared to 2002. In addition, the
efforts of the Company’s investment personnel resulted in
an increase in investment and insurance commissions of
$284,137, or 162.8% over 2002. These increases along with
an increase in gains on sales of securities helped offset a
small 9.7% decrease in deposit fees and charges as total non-

interest income increased $456,311 or 17.9% for the vear.

Non-Interest Expenses. Total non-interest expenses
increased $840,746 or 9.2% for the year ended December
31, 2004. Increases in salaries, employee benefits, occu-
pancy expense, equipment depreciation, advertising, and
office supplies were all impacted by the addition of the
Bellgrade branch in March 2004. Employee benefit
expense, up 11.3%, also reflected a general increase in the
cost of group insurance coverage. The 25.7% increase in
occupancy expense also reflected the costs of building
repairs necessitated by weather-related damage as well as
routine maintenance such as painting. Taxes and license
expense, which increased 39.7%, reflects the additional
state taxes paid on the capital of the Bank after the addi-
tion of the $5 million capital contribution from the

Company in December 2003.
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For the year ended December 31, 2003, a modest
decrease of $13,875, or 8.6% in legal and professional fees
was the only category of non-interest expenses not to
show an increase. However, the overall increase in non-
interest expenses for the year of $1,302,648 or 16.6% was
not unexpected given the growth of the Company. The
largest dollar and percentage increases occurred in the
salary and benefits categories as the Company added lend-
ing staff in the middle of 2002, as well as other staff neces-
sary to support the growth of the Company. Also, benefit
costs, such as health care, continued to rise. Salaries and
benefits combined rose $1,001,993 or 23.1%. This also
represented 76.9% of the total increase in non-interest

expenses for the year.

Income Taxes. The Company reported income taxes of
$1,056,351 in 2004, compared to $1,436,923 in 2003 and
$1,131,313 in 2002. These amounts yielded effective tax
rates of 19.5%, 26.9%, and 27.4%, respectively. The 2004
effective tax rate was positively impacted by increased
investments in various securities where a significant amount
of the dividends received were not subject to income taxes
and the recognition of certain annual tax credits resulting from
the Company’s investment in a Community Reinvestment Act

eligible housing project in December 2003.

FINANCIAL CONDITION

Loan Portfolio. The Company is an active residential
mortgage and residential construction lender and generally
extends commercial loans to small and medium sized busi-
nesses within its primary service area. The Company’s
commercial lending activity extends across its primary ser-
vice area of Powhatan, Cumberland, western Chesterfield,
and western Henrico Counties. Consistent with its focus
on providing community-based financial services, the
Company generally does not attempt to diversify its loan
portfolio geographically by making significant amounts of
loans to borrowers outside of its primary service area.

The principal economic risk associated with each of the
categories of loans in the Company’s portfolio is the credit-

worthiness of its borrowers. Within each category, such risk
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continued

is increased or decreased depending on prevailing economic
conditions. The risk associated with the real estate mortgage
loans and installment loans to individuals varies based upon
employment levels, consumer confidence, fluctuations in
value of residential real estate and other conditions that
affect the ability of consumers to repay indebtedness. The
risk associated with commercial, financial and agricultural
loans varies based upon the strength and activity of the local
economies of the Company’s market areas. The risk associated
with real estate construction loans varies based upon the
supply of and demand for the type of real estate under con-
struction. Many of the Company’s real estate construction
loans are for pre-sold or contract homes. Builders are limited
as to the number and dollar amount of loans for speculative
home construction based on the financial strength of the
borrower and the prevailing market conditions.

Net loans outstanding increased $21.4 million from year-
end 2003 to year-end 2004 compared to an increase of $16.7
million from year-end 2002 to year-end 2003. The loan to
deposit ratio was 58.1% at December 31, 2004, compared to
52.7% at December 31, 2003 and 59.5% at December 31, 2002.

The following table summarizes the Company’s loan

portfolio, net of unearned income:

At December 31 2004 2003 2002 2001 2000

(Dollars in Thousands)

Commercial $ 33,2514 $ 29,808 $ 26,728 $ 30,879 § 22,229
Real Estate:
Mortgage 77,453 67,216 66,746 60,851 60,188
Horme equity 7,852 5,227 5,640 5,082 4,334
Construction 49,788 45,097 30,006 24,288 20,022
Total real

estate  $134,893 $117,540 $102,392 $§ 90,221 § 84,544
Bank cards 884 891 837 845 840
Installment 14,007 10,292 11,625 19505 26,732
$ 180,032 158,531 141,582 141,450 134,406

Less unearned
income (100) (27 (88) {200) (364)
479,932 158,504 141,494 141,250 134,042

Allowance for
loan losses (2,698) (2,454)  (2,102)  (1,839)  (1,568)
Loans, net  $ 177,234 $156,050 $139,392 $139,411 $132,384

As shown in the above table, the total amount of real estate
loans outstanding increased by $17.4 million in 2004 and by
$15.1 million in 2003. During 2004, the amount of installment
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loans increased by $715,000 from 2003, compared to a
decrease of $1.3 million in 2003 from 2002. Commercial,
financial and agricultural production loans increased by $3.4
million in 2004 compared to an increase of $3.1 million in 2003.
At December 31, 2004, no concentrations of loans
exceeding 10.0% of toral loans existed which were not

disclosed as a separate category of loans.

The following table shows the contractual maturity distribu-
tion of loan balances outstanding as of December 31, 2004.
Also provided are the amounts due classified according to

the sensitivity to changes in interest rates.

Maturing
After One

Within ~ But Within After
(Dollars in Thousands) One Year  Five Years Five Years Total
Commercial $ 7,229 $19,110 $ 6,912 $ 33,251

Real Estate:

Mortgage 376 5,260 71,517 77,153
Home equity 107 524 7,321 7,952
Construction 33,275 14,768 1,745 49,788
Total real estate 33,758 20,552 80,583 134,893
Bank cards — — 881 881
Installment 3,243 6,632 1,032 10,907
$44,230 $46,294 $89,408 $179,932

Within After
(Dollars in Thousands) One Year One Year Total

Loans maturing with:
Fixed interest rates
Variable interest rates

$ 1410 $ 29,580 $ 30,990
42,820 106,122 148,942

$ 44,230 $135,702 $179,932

Asset Quality. Non-performing loans include non-accrual
loans, loans 90 days or more past due and restructured loans.
Non-accrual loans are loans on which interest accruals have
been discontinued. Loans which reach non-accrual status may
not be restored to accrual status until all delinquent principal
and interest has been paid, or the loan becomes both well
secured and in the process of collection. Restructured loans
are loans with respect to which a borrower has been granted
a concession on the interest rate or the original repayment
terms because of financial difficulties.

Non-performing loans totaled $875,329 at December
31, 2004, compared to $1,723,421 at December 31, 2003
and $1,229,609 at December 31, 2002. Non-performing

loans decreased in 2004 primarily due to a decline in loans



past due 90 days or more from $1.7 million in 2003 to
$604,783 in 2004. The higher level of non-performing
loans in both 2003 and 2002 is reflective of an increase in
loans 90 days past due and still accruing interest. There
were $270,546 in loans classified as non-accrual at
December 31, 2004 compared to none at December 31,
2003 and $258,281 at December 31, 2002. The majority of
these loans are well secured by real estate and no signifi-
cant losses are anticipated regardless of the resolution.

Other non-performing assets consists of a Virginia
Small Business Financing Authority Industrial
Development Revenue bond where the underlying business,
in 2001, defaulted on its interest payments. The trustee,
in accordance with the terms of the indenture, subse-
quently foreclosed on the underlying real estate collateral
securing the bond and the property was listed for sale. The
security was initially placed in non-accrual status, but is
currently classified as a component of other assets at a
value approximating its anticipated liquidation value. The
property is presently leased to a tenant who has a multi-
year lease-purchase option on the property. The original
principal investment was $190,000 and has been written
down to a value of a $140,000. Rental payments from the
lessee were received in 2004 totaling $15,480 that was
applied to reduce the carrying value to its present balance
of $124,520. Management anticipates future lease pay-
ments will be received and applied to further reduce the
principal carrying value, accordingly, there are no addi-
tional write-downs contemplated.

Management forecloses on delinquent real estate
loans when all other repayment possibilities have been
exhausted. There was no real estate acquired through
foreclosure (OREQ) at December 31, 2004 compared to
$97,000 at both December 31, 2003 and 2002. Sales of
the properties held at December 31, 2003 resulted in net
losses of approximately $1,380. The Bank has incurred
current period expenses related to carrying OREQ on its
books of $780 in 2004, $1,200 in 2003, and $2,400 in
2002. The Bank’s practice is to value real estate acquired
through foreclosure at the lower of (i) an independent
current appraisal or market analysis less anticipated costs

of disposal, or (ii) the existing loan balance.
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Management does not believe that the level of non-
performing loans in 2004 reflects any systemic problem in
the Company’s loan portfolio. At December 31, 2004,
there were $270,546 in non-accrual loans compared to
none at December 31, 2003 and $258,281 at December
31, 2002. Based on our present knowledge of the status of
individual and corporate creditors and the overall economy,
management does not anticipate a material increase in non-
performing assets, although it may move to foreclose on

borrowers whose loans are placed on a non-accrual status.

The following table summarizes non-performing assets:

2004 2003 2002 2001 2000
(Dollars in Thousands)

At December 31,

Loans accounted for on a

$ 270 § — § 258 § 484 § 950

non-accrual basis

Loans contractually past due
90 days or more as to interest
or principal payments (not
included in non-accrual

loans above) 608 1,723 971 382 383

Loans restructured and in
compliance with modified
terms {not included in non-
accrual loans or loans
contractually past due

90 days or more above) — — — — —

Total non-performing loans $ 8785 $1,723  $1,229 $ 866 $1,333

Other real estate owned — 97 97 97 247
Other non-performing assets 125 140 150 150 —
Total non-performing assets $ 4,000 $1,960  $1,476 $1,113 $1,580

Loans 90 days or more past due are generally placed on non-
accrual status unless well secured and in the process of collection.
In 2004, $8,165 in interest income was reversed when
loans were placed on non-accrual status. In 2003 and 2002,
$0 and $5,952 of interest income was reversed under the
same circumstances, respectively. Since the Company oper-
ates in a rural to suburban area, it has generally been well
acquainted with its principal borrowers and has not had such
a large number of problem credits that management has not

been able to stay well informed about, and in contact with,
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troubled borrowers. Additionally, because the Company gen-
erally requires collateral for loans, the Company has been
able to recover a sufficient amount of loans previously
charged off so that the provision for loan losses each year

usually exceeds net charge-offs.

The following table sets forth the amounts of contracted
interest income and interest income reflected in income on
loans accounted for on a non-accrual basis and loans

restructured and in compliance with modified terms:

For the Year Ended December 31, 2004 2003 2002
(Dollars in Thousands)

Gross interest income that would have

been recorded if the loans had been current

and in accordance with their original terms  $ 22 $ 0 $22

Interest income included in income on the loans — _ =

Management is not aware of any other loans at December
31, 2004, which involve serious doubts as to the ability of
such borrowers to comply with the existing payment terms.
Management has analyzed the potential risk of loss
within the Company’s loan portfolio, given the loan bal-
ances, quality trends, value of the underlying collateral, and
current local market economic and business conditions and
has recognized losses where appropriate. Loans, including
non-performing loans are monitored on an ongoing basis
as part of the Company’s periodic loan review process.
Management reviews the adequacy of its loan loss allowance
at the end of each month. Based primarily on the Company’s
loan risk classification system, which classifies all loans,
including problem credits, as substandard, doubtful, or loss,
according to a scale of 1-8 with 8 being a loss, additional
provisions for losses may be made monthly. Management
evaluates non-performing loans relative to their collateral
value and makes appropriate deductions in the carrying
value of those loans based on that review. Furthermore, past
experiences had led management to conclude that as a gen-
eral matter it is prudent to operate with a high level of
reserves. The ratio of the allowance for loan losses to total
loans was 1.50% at December 31, 2004, compared to 1.55%
at December 31, 2003 and 1.49% at December 31, 2002.
Management feels that the growth of the allowance for loan

losses, while not at the same rate as the portfolio growth, is
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adequate to provide for future losses. At December 31, 2004,
the ratio of the allowance for loan losses to non-performing
loans was 308.3%, compared to 142.4% and 171.0% at
December 31, 2003 and 2002, respectively. Management
evaluates non-performing loans relative to their collateral
value and makes appropriate reductions in the carrying

value of those loans based on that review.

The following table summarizes changes in the allowance

for loan losses:

(Dollars in Thousands) 2004 2003 2002 2001 2000
Balance at beginning of period § 2,454 $ 2,102 $ 1,339 § 1,658 $ 1487
Charge-offs:
Commercial 69 2 131 — 74
Real estate
Mortgage 8 - — 28 54
Home equity — 19 3 18 —
Construction - — — — —
Bank cards 17 51 24 27 22
Installment 120 40 51 157 143
Total 214 112 209 230 293
Recoveries on previous
loan losses:
Commercial - 3 — 48 6
Real estate
Mortgage — — —_ 24 _
Home equity - 5 — — —
Construction - — —_ — —
Bank cards 8 5 6 7 4
Installment 37 41 26 44 52
Total 43 54 32 123 62
Net charge-offs (471) (58) (177) (107) (231)
Provision charged to operations 415 410 440 288 402
Balance at end of period $ 2,698 $2454 $2102 $1839 31,658
Ratio of net loan losses to
average net loans outstanding:
Net charge-offs $ 274§ 58 8 177 0§ 107 0§ 131
Average net loans 168,680 147,352 141,576 132,934 131,587
0.£0% 0.04% 013% 0.08%  0.18%
Ratio of allowance for loan
losses to total loans, net of
unearned income:
Allowance for loan losses $ 2,698 § 2,454 $ 2,102 $ 1,839 $ 1,658
Total loans ar period end 179,932 158,504 141,494 141,250 134,042

4.50%  1.55%  149%  130%  1.24%

Ratio of allowance for loan

losses to non-performing loans:
Allowance for loan losses $ 2,698 $ 2,454 $ 2,102 § 1,839 $ 1,658
Non-performing loans 875 1,732 1,229 866 1,333

308.34% 14243% 171.03% 212.36% 124.38%

For each period presented, the provision for loan losses
charged to operations, is based on management’s judgment
after taking into consideration all factors connected with the

collectability of the existing portfolio. Management evaluates



the loan portfolio in light of local business and economic
conditions, changes in the nature and value of the portfolio,
industry standards and other relevant factors. Assumptions
and factors considered by management in determining the
amounts charged to operations include internally generated
loan review reports, previous loan loss experience with the
borrower, the status of past due interest and principal pay-
ments on the loan, the quality of financial information sup-
plied by the borrower and the general financial condition of
the borrower. Despite management’s best efforts, the reserve
may be adjusted in future periods if there are significant

changes in the assumptions or factors utilized when making
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valuations, or conditions differ materially from the assump-
tions originally utilized. Any such adjustments are made in
the reporting period when the relevant factor(s) become
known and when applied as part of the analysis indicate a
change in the level of potential loss is warranted.

The provision for loan losses totaled $414,500 for the
year ended December 31, 2004, $410,000 and $440,000 for
the years ended December 31, 2003 and 2002, respectively.
In the opinion of management, the provision charged to
operations has been sufficient to absorb the current year’s
net loan losses while continuing to provide for potential

future loan losses in view of a somewhat uncertain economy.

The following table shows the balance and percentage of the Company’s allowance for loan losses allocated to each category of loans:

At December 31, 2004 2003 2002 2001 2000
% of % of % of % of % of
% of Loans % of Loans %of  Loans % of Loans %of  Loans
Reserve  Reserve  Category  Reserve Reserve Caregory  Reserve Reserve Category  Reserve  Reserve Category  Reserve  Reserve Category
forLoan forloan toTotal forloan forloan toTotal forLoan forLoan rtoToral  forLoan forloan twTotal forLoan for Loan to Total
Losses Losses Loans Losses  Losses Loans Losses  Losses  Loans Losses  Losses  Loans Losses  Losses  Loans
(Dollars in thousands)
Commercial $ 921 34% 48% $ 581 24% 19% § 451 21% 19% % 531 29% 22% $ 295 18% 17%
Real estate
construction 608 23% 28% 761 31% 28% 691 33% 21% 242 13% 1% 212 13%  15%
Real estate
mortgage (I 1,028 38% 47% 946  38% 46% 791 38% 51% 830 45% 47% 831 30% 48%
Installment @ 141 5% 7% 166 7% 7% 169 8% 9% 236 13% 14% 320 19%  20%
$2,698 100% 100% $2454 100% 100% $2,102 100% 100% $1,839 100% 100% $1,658 100% 100%

(1} Includes home-equity loans.
@ Includes bank cards.

The Company has allocated the allowance according to the
amount deemed to be reasonably necessary to provide for
the possibility of losses being incurred within each of the
above categories of loans. The allocation of the allowance as
shown in the table above should not be interpreted as an
indication that loan losses in future years will occur in the
same proportions or that the allocation indicates future loss
trends. Furthermore, the portion allocated to each loan cate-
gory is not the total amount available for future losses that
might occur within such categories since the total allowance

is a general allowance applicable to the entire portfolio.

SECURITIES

The Company’s investment securities portfolio serves
several purposes, primarily, liquidity, safety, and yield.

Certain of the securities are pledged to secure public

deposits and others are specifically identified as collateral
for repurchase agreements with customers. The remaining
portion of the portfolio is held for investment yield, avail-
ability for sale in the event liquidity is needed, and for
general asset liability management purposes. During 2004,
total securities decreased $7.9 million, or 4.5%, to $169.0
million or 44.6% of total assets, principally due to the $21.5
million or 13.5% increase in loans. In prior years, the
Company had consciously increased its marketable securities
holdings supported by deposit growth and borrowings, in
light of weak loan demand and growth, and the historically
low interest rate environment, to increase net interest
income. During the prior year 2003, total securities increased
by 56.9% to $177.0 million or 48.4% of total assets.

The securities portfolio consists of two components,

securities available for sale and securities held to maturity.
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Securities are classified as held to maturity when management
has the intent and the Company has the ability at the time
of purchase to hold the securities to maturity. Securities so
classified are carried at cost adjusted for amortization of pre-
miums and accretion of discounts. Securities to be held for
indefinite periods of rime are classified as available for sale and
accounted for at market value. Securities available for sale
include securities that may be sold in response to changes in
market interest rates, changes in the security’s prepayment risk,
increases in loan demand, general liquidity needs and other
similar factors. The Company’s recent purchases of securities
have generally been limited to securities of investment grade

credit quality with short to intermediate term maturities.

States and political Mortgage-backed
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The book value and average yield of the Company’s securi-
ties, including securities available for sale, at December 31, 2004
by contractual maturity, are reflected in the following table.
Actual maturities, and the resulting cashflows, can differ signifi-
cantly from contractual maturities because certain issuers may
have the right to call or prepay debt obligations with or without
call or prepayment penalties. The table below categorizes securi-
ties according to their contractual maturity, without regard for
certain issuers having unilateral optional call provisions prior to
the bond’s contractual maturity, which they may or may not
exercise depending on the overall market level of interest rates
at the call date. Mortgage-backed securities are also reported
according to the contractual final maturity, without regard for
the prepayment characteristics of the underlying mortgages.

U.S. Treasury and
other U.S. agencies

subdivisions(D Securities and corporations Corporate Debt Totals
Weighted Weighted Weighted Weighted Weighted
Average Average Average Average Average
Amount Yield Amount  Yield Amount  Yield Amount Yield Amount  Yield
(Dollars in thousands)

Due in one year or less $ 200 5.50% $ 88 6.26% 3 —  0.00% $ 100 7.40% $ 388 6.16%
Due after one year

through five years 4,299 4.96% 11 8.08% 2,969 4.02% 10,754 7.22% 18,033 6.15%
Due after five years

through ten years 8,350 5.28% 46 8.27% 34,471 4.48% 7,180 7.44% 50,047 5.04%

Due after ten years 17,325 4.83% 8,190 4.31% 37,039 5.82% 16,624 6.52% 79,178  5.59%

Total $30,174 4.98% $8,335 4.36% $74,479 5.14% $34,658 6.94% $147,646  5.49%

(1) Yield on tax-exempt obligations have not been computed on a tax-equivalent basis.

The following table summarizes the book value of the
Company's securities held to maturity at the date indicated:

Book Value at December 31, 2004 2003 2002
(Dollars in Thousands)
States and political subdivisions $ 8,820  $ 11,152 $12,999

The following table summarizes the book value of the

Company's securities available for sale at the dates indicated.

Book Value at December 31, 2004 2003 2002
(Dollars in Thousands)

U.S. Treasuries $ — $ 8006 $ —
U.S. government agencies

and corporations 74,479 70,732 41,724
Bank eligible preferred

and equities 20,546 21,466 5,680
Mortgage-backed securities 8,335 8,287 8,711
Corporate and other debt 34,658 34,723 29,867
States and political subdivisions 24,354 20,453 11,773

$159,372 $163,667 $97,815

As shown in the table above, approximately $388,000 or
0.3% of the total portfolio will mature in one year or less
while $18 million or 12.2% will mature after one year but
within five years. The fully taxable equivalent average
yield on the entire portfolio was 5.99% for 2004, compared
to 6.12% for 2003 and 6.93% for 2002. The market value
of the entire portfolio exceeded the book value by approxi-
mately $1.2 million at December 31, 2004 compared to
approximately $2.6 million and $2.5 million at December
31, 2003 and December 31, 2002, respectively.

DEPOSITS AND SHORT-TERM BORROWINGS

The Company’s predominate source of funds is deposit
accounts. The Company’s deposit base is comprised of
demand deposits, savings and money market accounts
and other time deposits. The Company’s deposits are
provided by individuals and businesses generally located

within the principal markets served.




As shown in the following table, average total
deposits grew by 11.2% in 2004 and 21.74% in 2003. The
average aggregate interest rate paid on deposits was 1.99%
in 2004, compared to 2.19% in 2003 and 3.07% in 2002.
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The majority (52%) of the Company’s deposits are higher
yielding time deposits because many of its customers are
individuals who seek higher yields than those offered on

savings and demand accounts.

The following table is a summary of average deposits and average rates paid:
At December 31, 2004 2003 2002
Average  Interest  Average Average Interest  Average Average Interest Average
Balance Paid Rate Balance Paid Rate Balance Paid Rate
(In Thousands)
Non-interest bearing demand deposits $ 38,567 $  — —% $ 33,100 $§ — —% $ 27345 $ — —%
Interest bearing demand deposits 54,824 409 0.7%% 47,309 429  091% 40,968 631  1.54%
Savings deposits 51,228 841 1.25% 51,199 785 1.53% 33,543 869  2.59%
Time deposits 189,057 4,832 3.10% 138,923 4,715 3.39% 120,377 5,325 4.42%
Total $300,773 $5,982 1.99% $270,531 $5929  2.19% $222,233 $6,825 3.07%

The company does not solicit nor does it have any brokered
deposits. The following table is a summary of time deposits of

$100,000 or more by remaining maturities at December 31, 2004:

Time Deposits >$100,000

(in Thousands)
Three months or less $ 4,627
Three to six months 7,116
Six to twelve months 10,312
Over twelve months 17,149
$ 39,204

The Company had no short-term borrowings with an average
balance outstanding of more than 30% of stockholders’ equity
for the years ended December 31, 2004, 2003 and 2002.

CAPITAL RESOURCES
The assessment of capital adequacy depends on a number of
factors such as asset quality, liquidity, earnings performance
and changing competitive conditions and economic forces.
The Company seeks to maintain a strong capital base to sup-
port its growth and expansion activities, to provide stability
to current operations and to promote public confidence.
The Bank's capital position continues to exceed regu-
latory requirements. The primary indicators relied on by
the Federal Reserve Board and other bank regulators in
measuring strength of capital position are the Tier 1

Capital, Total Capital, and Leverage ratios. Tier 1 Capital
consists of common and qualifying preferred stockholders’
equity and minority interests in common equity accounts
of consolidated subsidiaries, less goodwill. Total Capital
consists of Tier 1 Capital, qualifying subordinated debt,
some hybrid capital instruments and other qualifying pre-
ferred stock, a limited amount of the allowance for loan
losses and pre-tax net unrealized holding gains on certain
equity securities. Risk-based capital ratios are calculated
with reference to risk-weighted assets, which consist of
both on and off-balance sheet risks. The Bank’s Tier 1
Capital ratio was 12.5% at December 31, 2004, compared
to 12.8% at December 31, 2003 and 10.6% at December
31, 2002. The Total Capital ratio was 13.6% at December
31, 2004, compared to 13.9% and 11.6% at December 31,
2003 and 2002, respectively. These ratios are in excess of
the mandated minimum requirements of 4.00% and
8.00%, respectively. The Leverage ratio consists of Tier 1
capital divided by quarterly average assets. At December
31, 2004, the Bank’s Leverage ratio was 8.7% compared to
8.3% at December 31, 2003 and 7.6% at December 31,
2002. Each of these exceeds the required minimum lever-
age ratio of 3.00%. The Company, in view of the signifi-
cant growth experienced over the past several years and
the resulting impact on various capital ratios, recognized

the eventual need for additional capital to support further
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expansion or acquisitions and used the proceeds from the
issuance of the $5 million capital trust preferred securities
in December 2003 to increase the capital position of
Central Virginia Bank.

The following tables show risk based capital ratios and
stockholders equity to total assets for the Company and it’s
principal subsidiary, Central Virginia Bank:

Regulatory
December 31, Minimum 2004 2003 2002
Consolidated
Tier 1 risk-based capital  4.0%  13.0% 11.6% 11.3%
Total risk-based capital 8.0% 14.1% 149% 12.4%

Leverage ratio 3.0% 9.0% 75% 8.2%
Stockholders’ equity to
total assets N/A 83% 1.7% 8.6%
Central Virginia Bank
Tier 1 risk-based capital 4.0%  32.5% 12.8% 10.6%
Total risk-based capital 8.0% 13.86% 13.9% 11.6%

Leverage ratio 3.0% 8.7% 83% 7.6%

The capital management function is an ongoing process.
Central to this process is internal equity generation
accomplished by earnings retention. Total stockholders’
equity increased by $3.0 million in 2004 primarily due to
earnings retention and by $3.8 million during 2003 pri-
marily as the result of earnings retention and improve-
ment in accumulated other comprehensive income. The
return on average equity was 14.8% in 2004, compared
to 14.7% in 2003 and 13.5% in 2002. Total cash divi-
dends were paid representing 29% of net income for
2004, while dividends represented 27% of net income
for 2003 and 31% for 2002. Book value per share was
$13.87 at December 31, 2004, compared to $12.77 at
December 31, 2003 and $11.33 at December 31, 2002.
The Company’s principal source of cash income is
dividend payments from the Bank. Certain limitations
exist under applicable law and regulation by regulatory
agencies regarding dividend payments to a parent by its
subsidiaries. As of December 31, 2004, the Bank had $9.6
million of retained earnings available for distribution to the

Company as dividends without prior regulatory approval.
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LIQUIDITY AND INTEREST RATE SENSITIVITY

Liquidity is the ability to meet present and future financial
obligations through either the sale or maturity of existing
assets or the acquisition of additional funds through liability
management. Liquid assets include cash, interest-bearing
deposits with banks, federal funds sold, investments, and
loans maturing within one year. The Company’s ability to
obtain deposits and purchase funds at favorable rates
determines its liability liquidity. As a result of the
Company’s management of liquid assets and the ability to
generate liquidity through liability funding, management
believes that the Company maintains overall liquidity suf-
ficient to satisfy its depositors’ requirements and meet its
customers’ credit needs.

Additional sources of liquidity available to the Company
include, but are not limited to, loan repayments, the ability
to obtain deposits through the adjustment of interest rates,
borrowing from the Federal Home Loan Bank, purchasing of
federal funds, and selling securities under repurchase agree-
ments. To further meet its liquidity needs, the company also
has access to the Federal Reserve System. In the past, growth
in deposits and proceeds from the maturity of investment
securities has been sufficient to fund the net increase in
loans. The Bank over the past three years has experienced
63% growth in deposits. During the same period, not with-
standing the $5 million long-term Capital Trust Preferred
issue in December 2003, the Bank has increased its borrow-
ings from $19.8 million at the beginning of 2002 to $31.4
million at the end of 2004. In view of the historically low
interest rate environment, coupled with the opportunity to
lengthen maturities, the Bank has been able to lock-in low
rate cost of funds for up to 5 years. These funds have been
deployed at favorable yields in the investment portfolio, and

more recently as funding for loan growth.

Interest Rate Sensitivity. In conjunction with maintaining a
satisfactory level of liquidity, management must also control
the degree of interest rate risk assumed on the balance sheet.
Managing this risk involves regular monitoring of the interest
sensitive assets relative to interest sensitive liabilities over

specific time intervals.



At December 31, 2004, the Company had a negative
12-month gap position. Since the largest amount of interest
sensitive assets and liabilities reprice within 12 months,
the Company monitors this area closely. The Company
does not emphasize interest sensitivity analysis beyond this
time frame because it believes various unpredictable factors
could result in erroneous interpretations. Early withdrawal
of deposits, prepayments of loans and loan delinquencies
are some of the factors that could have such an effect. In
addition, changes in rates on interest sensitive assets and
liabilities may not be equal, which could result in a change
in net interest margin. While the Company does not
match each of its interest sensitive assets against specific
interest sensitive liabilities, it does seek to enhance the
net interest margin while minimizing exposure to interest

rate fluctuations.
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EFFECTS OF INFLATIOWN

Inflation significantly affects industries having high
proportions of fixed assets or high levels of inventories.
Although the Company is not significantly affected in
these areas, inflation does have an impact on the growth
of assets. As assets grow rapidly, it becomes necessary to
increase equity capital at proportionate levels to maintain
the appropriate equity to asset ratios. Traditionally, the
Company’s earnings and high capital retention levels
have enabled the Company to meet these needs.

The Company’s reported earnings results have been
affected by inflation, but isolating the effect is difficult.
The different types of income and expense are affected in
various ways. Interest rates are affected by inflation, but
the timing and magnitude of the changes may not coincide
with changes in the consumer price index. Management
actively monitors interest rate sensitivity, as illustrated by
the Gap Analysis, in order to minimize the effects of infla-

tionary trends on interest rates. Other areas of non-interest

expenses may be more directly affected by inflation.

The following table summarizes the Company's interest earning assets and interest bearing liabilities with respect to the earlier

of their contractual repayment date or nearest repricing date at December 31, 2004:

Ov
Within 412 1-5 5 Year‘err
(Dollars in Thousands) 3 Months Months Years Nonsensitive Total
Interest Earning Assets:
Securities available for sale $ 38445 % 15234 $ 57,494  $49,046 $ 160,219
Securities held to maturity 630 204 5,958 2,018 8,820
Loans(® 85,413 6,801 56,831 30,887 179,932
Total interest-earning assets $124,4838 $ 22,239 $120,293 $81,951 $348,971
Funding Sources:
Deposits:
Interest bearing demand $ — % 5464 % 5464  $43,707 $ 54,635
Savings — 42,553 5,319 5,319 53,191
Time deposits, $100,000 and over 4,627 17,428 17,149 —_— 39,204
Other time deposits 16,665 54,993 50,213 — 121,871
Federal funds purchased and securities
sold under repurchase agreements 997 — — — 997
FHLB advances
Term 15,000 1,000 10,000 — 26,000
Qvernight 4,500 — — — 4,500
Trust preferred securities — — 5,000 — 5,000
Total interest-bearing liabilities $ 41,789 $ 121,438 $ 93,145 $49026 $305,398
Period gap $ 82,699 $ (99,199) § 27,148  $32925 $ 43,573
Cumulative gap $ 82,699 $ (16500) % 10,648  $43,573
Ratio of cumulative gap to total earning assets 23.70% -4.73% 3.05% 12.49%

MOFf the amount of loans due after 12 months, $60.0 million had floating or adjustable rates of interest and $27.7 million had fixed rates of interest.
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MANAGEMENT'S DISCUSSION AND ANALYSIS

continued

OFF-BALANCE SHEET ARRANGEMENTS

The Company enters into certain off-balance sheet
arrangements in the normal course of business to meet the
financing needs of its customers. These off-balance sheet
arrangements include commitments to extend credit and
standby letters of credit which would impact the Company's
liquidity and capital resources to the extent customer’s
accept and or use these commitments. These instruments
involve, to varying degrees, elements of credit and interest
rate risk in excess of the amount recognized in the balance
sheet. See Note 13 to the Consolidated Financial Starements
for further discussion of the nature, business purpose and
elements of risk involved with these off-balance sheet
arrangements. In addition to these off-balance sheet
arrangements, the Company has entered into an interest
rate swap contract in connection with its capital trust pre-
ferred securities. The Company has no other off-balance
sheet arrangements that have or are reasonably likely to
have a current or future effect on the Company’s financial
condition, changes in financial condition, revenues or
expenses, results of operations, liquidity, capital expendi-
tures, or capital resources, that is material to investors.
For further information see Notes 8, 9 and 13 to the

Consolidated Financial Statements.

CONTRACTUAL OBLIGATIONS

The following table presents the Company’s contractual
obligations at December 31, 2004 and the scheduled pay-
ment amounts due at various intervals over the next five

years and beyond.
Payment due by period

Less than 1-3 3.5 More than
Total 1 year years years 5 years

(Dollars in Thousands) )

Long-term debt obligations ~ $5000 § — § — $§ — $5000 .
Other obligations 1,813 1,813 — — —
Total $63813 $1813 $ — & — $5000

Central Virginia Bankshares, Inc.

FORWARD-LOQKING STATEMENTS

Certain information contained in this discussion and else-
where in this filing may include “forward-looking state-
ments” within the meaning of Section 27A of the
Securities Act of 1933, as amended, and Section 21E of
the Securities Exchange Act of 1934, as amended. These
forward-looking statements are generally identified by

” o

phrases such as “the Company expects,” “the Company
believes” or words of similar import. Such forward-looking
statements involve known and unknown risks including,
but not limited to, changes in general economic and busi-
ness conditions, interest rate fluctuations, competition
within and from outside the banking industry, new prod-
ucts and services in the banking industry, risk inherent in
making loans such as repayment risks and fluctuating
collateral values, problems with technology utilized by
the Company, changing trends in customer profiles

and changes in laws and regulations applicable to the
Company. Although the Company believes that its expec-
tations with respect to the forward-looking statements are
based upon reliable assumptions within the bounds of its
knowledge of its business and operations, there can be no
assurance that actual results, performance or achievements
of the Company will not differ materially from any future
results, performance or achievements expressed or implied

by such forward-looking statements.

CRITICAL ACCOUNTING POLICIES

General. The Company’s financial statements are pre-
pared in accordance with accounting principles generally
accepted in the United States of America (“GAAP”). The
financial information contained within our statements is,
to a significant extent, financial information that is based
on measures of the financial effects of transactions and
events that have already occurred. A variety of factors

could affect the ultimate value that is obtained either




when earning income, recognizing an expense, recovering
an asset or relieving a liability. For example, we use histori-
cal loss factors as one factor in determining the inherent
loss that may be present in our loan portfolio. Actual losses
could differ substantially from the historical factors that
we use. In addition, GAAP itself may change from one
previously acceptable method to another method.
Although the economics of our transactions would be the
same, the timing of events that would impact our transac-
tions could change. A summary of the significant account-
ing policies of the Company is set forth in Note 1 to the

Company’s consolidated financial statements

QUANTITATIVE AND QUALITATIVE DISCLOSURES
ABOUT MARKET RISK

General. An important element of both earnings perfor-
mance and liquidity is the management of our interest-
sensitive assets and our interest-sensitive liabilities maturing
or repricing within specific time intervals and the risks
involved with them. Market risk is the risk of loss arising
from adverse changes in the fair value of financial instru-
ments due to changes in interest rates, exchange rates and
equity prices. Our market risk is composed primarily of
interest rate risk. The asset and liability management com-
mittee at the Bank is responsible for reviewing the interest
rate sensitivity position and establishing policies to moni-
tor and limit exposure to this risk. Qur board of directors
reviews the guidelines established by the committee.
Interest rate risk is monitored through the use of three
complimentary modeling tools: static gap analysis, earnings
simulation modeling and economic value simulation (net
present value estimation). Each of these models measures
changes in a variety of interest rate scenarios. While each

of the interest rate risk measures has limitations, taken
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together they represent a reasonably comprehensive view
of the magnitude of our interest rate risk, the distribution
of risk along the yield curve, the level of risk through time,
and the amount of exposure to changes in certain interest
rate relationships. Static gap, which measures aggregate
repricing values, is less utilized since it does not effectively
measure the earnings impact on us. Earnings simulation
and economic value models, however, which more effec-
tively reflect the earnings impact, are utilized by manage-

ment on a regular basis.

Earnings Simulation Analysis. We use simulation analysis
to measure the sensitivity of net income to changes in
interest rates. The model utilized calculates an earnings
estimate based on current and projected balances and
rates. This method is subject to the accuracy of the
assumptions that underlie the process, but it provides a
more realistic analysis of the sensitivity of earnings to
changes in interest rates than other analysis such as the
static gap analysis.

Assumptions used in the model, including loan and
deposit growth rates, are derived from seasonal trends and
management’s outlook, as are the assumptions used to
project the yields and rates for new loans and deposits. All
maturities, calls and prepayments in the securities portfolio
are assumed to be reinvested in like instruments. Mortgage
loans and mortgage backed securities prepayment assump-
tions are based on industry estimates of prepayment speeds
for portfolios with similar coupon ranges and seasoning.
Different interest rate scenarios and yield curves are used
to measure the sensitivity of earnings to changing interest
rates. Interest rates on different asset and liability accounts
move differently when the prime rate changes and are

accounted for in the different rate scenarios.
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MANAGEMENT'S DISCUSSION AND ANALYSIS

continued

The following table represents the interest rate sensi-
tivity of our net income on a twelve-month horizon using
different rate scenarios as of December 31, 2004. There
have been no material changes in quantitative and quali-
tative disclosures about market risk since this information
was developed using December 31, 2004 data.
$ Change in

Net Income

% Change in

Change in Yield Curve Net Income

(Dollars in Thousands)

+200 basis points 9.2% $ 430
+ 100 basis points 5.1% $ 239
Base 0.0%

-100 basis points -6.9% -$ 324
-200 basis points -17.9% -$ 840

Economic Value Simulation. We use economic value
simulation to calculate the estimated fair value of assets
and liabilities under different interest rate environments.
Economic values are calculated based on discounted cash
flow analysis. The economic value of equity is the eco-
nomic value of all assets minus the economic value of all
liabilities. The change in economic value of equity over
different rate environments is an indication of the longer
term repricing risk in the balance sheet. The same assump-
tions are used in the economic value simulation as in the

earnings simulation.

The following chart reflects the change in net market
value of equity by using December 31, 2004 data, over

different rate environments with a one-year horizon.

% Change in $ Change in
Economic Economic

Change in Yield Curve  Value of Equity  Value of Equity

(Dollars in Thousands)

+ 200 basis points -22.5% -$ 8,873
+ 100 basis points -9.5% -$3,729
Base 0.0%

-100 basis points 5.2% $ 2,042
-200 basis points 9.4% $3,701

Central Virginia Bankshares, Inc.

Management of the Interest Sensitivity Gap. The interest
sensitivity gap is the difference between interest-sensitive
assets and interest-sensitive liabilities maturing or repricing
within a specific time interval. The gap can be managed by
repricing assets or liabilities, by selling investments, by
replacing an asset or liability prior to maturity, or by
adjusting the interest rate during the life of an asset or
liability. Matching the amounts of assets and liabilities
repricing in the same time interval helps to hedge the risk
and minimize the impact on net income due to changes in
market interest rates. We evaluate interest rate risk and
then formulate guidelines regarding asset generation and
pricing, funding sources and pricing, and off-balance sheet
commitments in order to decrease sensitivity risk. These
guidelines are based upon management’s outlook
regarding future interest rate movements, the state of
the regional and national economy, and other financial
and business risk factors.

Our asset and liability committee reviews deposit
pricing, changes in borrowed money, investment and trading
activity, loan sale activities, liquidity levels and the overall
interest sensitivity. The actions of the committee are
reported to the board of directors regularly. The periodic
monitoring of interest rate risk, investment and trading
activity, along with any other significant transactions are
managed by the Chief Financial Officer of the Bank with

input from other committee members.



CONSOLIDATED BALANCE

SHEETS

Central Virginia Bankshares, Inc.

December 31, 2004 2003
ASSETS
Cash and due from banks $ 9,653,181 $ 8,029,151
Federal funds sold — 5,000,000
Total cash and cash equivalents 9,683,184 13,029,151
Securities available for sale (Note 2) 160,249,203 165,832,951
Securities held to maturity (approximate market value 2004 $9,134,149;
2003 $11,635,661) (Note 2) 8,820,035 11,152,337
Total securities 189,039,238 176,985,288
Mortgage loans held for sale 1,264,175 762,400
Loans: (Notes 3, 13, and 14)
Commercial 33,250,643 29,807,926
Real estate:
Mortgage 77,182,832 67,216,322
Home equity 7,952,365 5,227,258
Construction 49,787,759 45,096,386
Bank cards 880,845 891,207
Installment 14,807,504 10,292,040
Less unearned discount {100,141) (26,773)
Loans, net of unearned discount 179,932,477 158,504,366
Allowance for loan losses (2,698,5622) (2,454,443)
Loans, net ' 177,233,555 156,049,923
Bank premises and equipment, net (Note 4) 8,134,145 5,050,090
Accrued interest receivable 2,297,414 2,443,082
Other assets 141,644,488 11,514,768

LIABILITIES AND STOCKHOLDERS’ EQUITY
Liabilities
Deposits:
Demand deposits
Interest bearing demand deposits, MMDA, and NOW accounts
Savings deposits
Time deposits: (Note 6)
$100,000 and over
Other

Federal funds purchased and securities sold under repurchase agreements
FHLB borrowings (Note 7)

Long term debt, capital trust preferred securities (Note 8)

Accrued interest payable

Other liabilities

Commitments and Contingencies (Note 13)
Stockholders’ Equity
Common stock, $1.25 par value; 6,000,000 shates authorized; 2,261,716 and
2,113,274 shares issued and outstanding in 2004 and 2003, respectively
Surplus
Retained earnings
Accumulated other comprehensive income

See Notes to Consolidated Financial Statements.

$ 379,276,193

$ 365,834,702

§ 44,046,250 $ 36,150,140
54,834,469 49,930,596
53,180,797 57,593,668
39,204,178 39,102,855

121,871,237 117,943,255
309,846,369 300,720,514
887,000 4,214,000
30,500,000 26,000,000
5,000,000 5,000,000
416,469 404,909
1,034,809 1,152,541
347,895,247 337,491,964
2,827,145 2,641,593
10,417,182 6,886,930
17,558,448 17,393,695
578,221 1,420,520
31,380,948 28,342,738

$ 379,276,193

$ 365,834,702
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CONSOLIDATED STATEMENTS

[F E N @ @ M E Central Virginia Bankshares, Inc.
Years Ended December 31, 2004 2003 2002
Interest income:
Interest and fees on loans $14,122.815 $10,360,271 $10,875,799
Interest on securities and federal funds sold:
U. S. Treasury securities 37,286 130,798 6,163
U. S. government agencies and corporations 3,918,094 3,440,100 3,010,418
States and political subdivisions 1,576,759 1,430,454 1,420,429
Corporate and other 3,624,233 3,150,632 2,010,031
Federal funds sold 38,260 30,802 85,469
9,194,629 8,182,786 6,532,510
20,317,444 18,543,057 17,408,309

Interest expense:
Interest on deposits 5,982,163 5,928,852 6,824,791

Interest on borrowings:
Federal funds purchased and

securities sold under repurchase agreements 42,313 15,272 26,248
FHLB borrowings 998,369 694,233 696,282
Capital trust preferred securities 324,503 13,344 —
Note payable — — 180
1,363,285 722,849 722,710
7,345,448 6,651,701 7,547,501
Net interest income 12,971,996 11,891,356 9,860,808
Provision for loan losses (Note 3) 414,500 410,000 440,000
Net interest income after provision for loan losses 12,857,496 11,481,356 9,420,808
Non-interest income:

Deposit fees and charges 1,083,154 1,166,198 1,291,770
Bank card fees 302,519 258,754 241,015
Increase in cash surrender value of life insurance 264,454 275,297 288,125
Secondary mortgage market loan fees 238,199 353,317 279,498
Investment and insurance commissions 410,206 458,715 174,578
Realized gain on sales of securities available for sale 340,391 287,688 114,359
Other 229,464 203,822 158,135
2,838,384 3,003,791 2,547,480

Non-interest expenses:
Salaries and wages 4,244,234 4,018,674 3,239,570
Pensions and other employee benefits 1,480,283 1,311,799 1,088,910
Occupancy expense 457,824 364,074 361,295
Equipment depreciation 640,268 632,500 591,389
Equipment repairs and maintenance 284,868 289,956 281,889
Advertising and public relations 232,657 170,533 159,529
Federal insurance premiums 43,871 38,678 35,862
Office supplies, relephone, and postage 569,529 561,134 474,088
Taxes and licenses 231,233 165,491 150,591
Legal and professional fees 174,092 146,992 160,867
Other operating expenses 1,636,546 1,434,628 1,287,821
9,975,205 9,134,459 7,831,811
Income before income taxes 5,420,675 5,350,688 4,136,477
Income taxes (Note 10) 1,056,351 1,436,923 1,131,313
Net income $ 4,364,324 $ 3,913,765 $ 3,005,164
Basic earnings per share $ 1.95 $ 1.79 $ 1.39
Diluted earnings per share $ .94 $ 1.72 $ 1.33

See Notes to Consolidated Financial Statements.
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Accumulated

Oth
Common Retained Comprtzheernsive
Years Ended December 31, 2004, 2003, and 2002 Stock Surplus Earnings Income Total
Balance, January 1, 2002 $2,436,537 $4,573,213 $13,938,489  $(120,715) $20,827,524
Comprehensive income:
Net income — — 3,005,164 — 3,005,164
Other comprehensive income, net of tax:
Unrealized holding gains arising during the period,
net of deferred income taxes of $771,278 — — — 1,497,186 1,497,186
Less reclassification adjustment for gains included in
net income, net of deferred income taxes of $38,882 — — — (75,477) (75,477)
Total comprehensive income 4,426,873
I[ssuance of common stock:
97,732 shares pursuant to 5% stock dividend 122,165 1,346,747  (1,468,912) — —_
12,236 shares pursuant to dividend reinvestment plan 15,295 162,411 — —_ 177,706
Payment for 191 fractional shares of common stock — — (2,875) — (2,875)
Cash dividends declared, $.47 per share — — (930,017) — (930,017)
Balance, December 31, 2002 2,573,997 6,082,371 14,541,849 1,300,994 24,499,211
Comprehensive income:
Net income —_ —  3913,765 —  3913,765
Other comprehensive income, net of tax:
Unrealized holding gains arising during the period,
net of deferred income taxes of $159,388 — — — 309,400 309,400
Less reclassification adjustment for gains included in
net income, net of deferred income taxes of $97,814 — — — (189,874)  (189,874)
Total comprehensive income 4,033,291

Issuance of common stock:
43,330 shares pursuant to exercise of stock options 55,412 515,394 — — 570,806

Income tax benefit of deduction for tax purposes

attributable to exercise of stock options — 105,312 — —_ 105,312

9,747 shares pursuant to dividend reinvestment plan 12,184 183,853 — — 196,037

Cash dividends declared, $.51 per share — —  (1,061,919) —  (1,061,919)

Balance, December 31, 2003 2,641,593 6,886,930 17,393,695 1,420,520 28,342,738
Comprehensive income:

Net income —_ — 4,364,324 — 4,364,324

Other comprehensive income, net of tax:

Unrealized holding losses on securities available

for sale arising during the period, net of

deferred income taxes of $346,257 — —_ — (B865,848) (BG65,3486)
Less reclassification adjustment for gains on sec-

urities available for sale included in net income,

net of deferred income taxes of $109,361 —_ —_ —  (201,02%8) (204,029)
Unrealized holding gain on interest swap agreement

arising during the period, net of deferred income

taxes of $15,036 — —_ —_ 24,576 24,376
Total comprehensive income 3,522,025
Issuance of common stock:
33,149 shares pursuant to exercise of stock options 44,435 370,808 —_ — 412,243
Income tax benefit of deduction for tax purposes
attributable to exercise of stock options — 185,376 - — 165,376
106,431 shares pursuant to a 5% stock dividend 133,039 2,769,334 (2,202,373) - -
8,862 shares pursuant to dividend reinvestment plan 44,078 224,744 — — 235,792
Payment for 386 fractional shares of common stock — — (10,540) — (10,540)
Cash dividends declared, $.58 per share — — (4,286,688) — {4,286,688)
Balance, December 31, 2004 $2,827,145 $10,417,162 $17,558,418  $578,221 $31,380,246

See Notes 1o Consolidated Financial Statements.
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CONSOLIDATED STATEMENTS
OF CASH FLOWS

Central Virginia Bankshares, Inc.

Years Ended December 31, 2004 2003 2002
Cash Flows From Operating Activities
Net income . § 4,364,224 $ 3,913,765 $ 3,005,164
Adjustments to reconcile net income
to net cash provided by operating activities:
Depreciation 753,596 736,096 695,370
Amortization 37,577 14,678 14,678
Deferred income taxes (70,200) (8,434) (30,073)
Provision for loan losses 414,500 410,000 440,000
Amortization and accretion on securities 223,748 195,496 114,862
Realized gain on sales of securities available for sale {310,394) (287,688) (114,359)
(Gain) loss on disposal of premises and equipment 245 (2,995) 21,320
Loss on sale of foreclosed real estate 1,380 — —
Increase in cash value, life insurance (265,934) (286,400} (299,839)
Change in operating assets and liabilities:
(Increase) decrease in assets:
Mortgage loans held for sale (501,775) 484,180 (1,246,580)
Accrued interest receivable 145,674 (650,414) (122,798)
Other assets {98,723) (71,934) (228,605)
Increase {decrease) in liabilities:
Accrued interest payable 11,560 24,099 (56,317)
Other liabilities 287,775 298,980 118,699
Net cash provided by operating activities 4,961,923 4,769,429 2,311,522
Cash Flows From Investing Activities
Proceeds from calls and maturities of securities held to maturity 2,327,420 2,881,300 2,238,800
Purchase of securities held to maturity — (1,033,641) (1,538,846)
Proceeds from calls and maturities of securities available for sale 32,777,425 46,097,449 22,940,895
Proceeds from sales of securities available for sale 22,569,079 10,421,113 20,033,415
Purchase of securities available for sale {50,960,198) (122,279,218) (67,151,685)
Net increase in loans made to customers (24,598,1.32) (17,067,949) (421,249)
Proceeds from sale of premises and equipment — 22,255 15,175
Net purchases of premises and equipment {2,189,349) (768,783) (556,366)
Proceeds from sale of foreclosed real estate 95,620 — —
Acquisition of other assets (4,240,020) (3,072,529) —
Net cash (used in) investing activities (18,188,155) (84,800,003) (24,439,861)
Cash Flows From Financing Activities
Net increase in demand deposits, MMDA, NOW and savings accounts 5,497,152 27,907,530 27,973,406
Net increase in time deposits 4,029,303 34,824,607 1,987,594
Net increase (decrease) in federal funds purchased and
securities sold under repurchase agreements (3,247,000) 3,776,000 (4,325,000)
Net proceeds on FHLB borrowings 4,500,000 5,000,000 6,000,000
Proceeds from issuance of capital trust preferred securities —_ 5,000,000 —
Repayment of note payable — — (9,000)
Net proceeds from issuance of common stock 848,035 766,843 177,706
Payment for purchase of fractional shares of common stock (10,540} — (2,875)
Dividends paid (1,286,888} (1,061,919) (930,017)
Net cash provided by financing activities 9,860,262 76,213,061 30,871,814
Increase (decrease) in cash and cash equivalents (3,385,970} (3,817,513) 8,743,475
Cash and cash equivalents, beginning 13,029,154 16,846,664 8,103,189
Cash and cash equivalents, ending $ 9,663,481 $13,029,151 $ 16,846,664
Supplemental Disclosures of Cash Flow Information
Interest paid $7,333,888 $ 6,627,603 $ 7,603,818
Income taxes paid 1,202,187 1,396,493 1,274,170
Supplemental Disclosure of Noncash Investing and Financing Activities
Unrealized gain (loss) on securities available for sale (4,322,493) 181,100 2,154,105
Unrealized gain on interest rate Swap Agreement 39,612 — —

See Notes to Consolidated Financial Statements.
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NOTE 1 [SIGNIFICANT ACCOUNTING POLICIES

Principles of consolidation: The accompanying consoli-
dated financial statements include the accounts of Central
Virginia Bankshares, Inc., and its subsidiary, Central Virginia
Bank, including its subsidiary, CVB Title Services, Inc. All
significant intercompany transactions and balances have
been eliminated in consolidation.

The consolidated financial statements have been prepared

in conformity with generally accepted accounting principles.

Nature of operations: Central Virginia Bankshares, Inc., is a
one bank holding company headquartered in Powhatan County,
Virginia. The Corporation’s subsidiary, Central Virginia
Bank, provides a variety of financial services to individuals
and corporate customers through its eight branches located
in the Virginia counties of Powhatan, Chesterfield, Henrico,
and Cumberland. The Bank’s primary deposit products are
checking accounts, savings accounts, and certificates of
deposit. Its primary lending products are residential mortgage,
construction, installment, and commercial business loans.
Central Virginia Bank’s subsidiary, CVB Title
Services, Inc., is a corporation organized under the laws of
the Commonwealth of Virginia. The Corporation’s primary
purpose is to own membership interests in two insurance-

related limited liability companies.

Use of estimates: The preparation of financial statements
in conformity with generally accepted accounting principles
requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of rev-
enues and expenses during the reporting period. Actual
results could differ from those estimates.

Material estimates that are particulatly susceptible to
significant change relate to the determination of the
allowance for losses on loans and the valuation of real estate
acquired in connection with foreclosures or in satisfaction of
loans. In connection with the determination of the allowances
for losses on loans and foreclosed real estate, management
obtains independent appraisals for significant properties.

A majority of the Bank’s loan portfolio consists of single-
family residential loans in the Virginia counties of Powhatan,
Chesterfield, Henrico, and Cumberland. There is also a
significant concentration of loans to builders and developers
in the region. Accordingly, the ultimate collectibility of a
substantial portion of the Bank’s loan portfolio and the
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recovery of a substantial portion of the carrying amount of
foreclosed real estate are susceptible to changes in local
market conditions.

While management uses available information to recog-
nize losses on loans and foreclosed real estate, future additions
to the allowances may be necessary based on changes in
local economic conditions. In addition, regulatory agencies,
as an integral part of their examination process, periodically
review the Bank's allowances for losses on loans and foreclosed
real estate. Such agencies may require the Bank to recognize
additions to the allowances based on their judgments about
information available to them at the time of their exami-
nation. Because of these factors, it is reasonably possible that
the allowances for losses on loans and foreclosed real estate

may change materially in the near term.

Cash and cash equivalents: For purposes of reporting the
consolidated statements of cash flows, the Corporation
includes cash on hand, amounts due from banks, federal
funds sold and all highly liquid debt instruments purchased
with a maturity of three months or less as cash and cash
equivalents on the accompanying consolidated balance
sheets. Cash flows from deposits and loans are reported net.

The Bank maintains amounts due from banks which, at
times, may exceed federally insured limits. The Bank has not
experienced any losses in such accounts.

The Bank is required to maintain average reserve and
clearing balances in cash or on deposit with the Federal Reserve
Bank. The total of these balances was approximately $3,346,000
and $2,997,000 at December 31, 2004 and 2003, respectively.

Securities: Securities are classified as held to maturity when
management has the intent and the Bank has the ability at
the time of purchase to hold them until maturity or on a
long-term basis. These securities are carried at cost adjusted
for amortization of premium and accretion of discount, com-
puted by the interest method over their contractual lives.
Gains and losses on the sale of such securities are determined
by the specific identification method.

Securities to be held for indefinite periods of time and not
intended to be held to maturity or on a long-term basis are
classified as available for sale and accounted for at market value
on an aggregate basis. These include securities used as part of
the Bank's asset/liability management strategy and may be sold
in response to changes in interest rates, prepayment risk, the
need or desire to increase capital, to satisfy regulatory require-
ments and other similar factors. Unrealized gains or losses are

reported as increases or decreases in accumulated other com-
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continued

prehensive income, a component of stockholders’ equity, net
of the related deferred tax effect. Realized gains and losses of
securities available for sale are included in net securities gains
(losses) based on the specific identification method.

Trading securities, which are generally held for the short
term in anticipation of market gains, are carried at fair value.
Realized and unrealized gains and losses on trading account
assets are included in interest income on trading account
securities. The Corporation held no trading securities during
the years ended December 31, 2004, 2003, and 2002.

Declines in the fair value of individual securities classified as
either held to maturity or available for sale below their amortized
cost that are determined to be other than temporary result in write-
downs of the individual securities to their fair value with the

resulting write-downs included in current eamings as realized losses.

Mortgage loans held for sale: Mortgage loans originated and
held for sale in the secondary market are reported at cost deter-
mined on an aggregate basis. Substantially all mortgage loans

held for sale are presold to the Bank’s mortgage correspondents.

Loans: Loans are stated at the amount of unpaid principal,
reduced by unearned discount and fees and an allowance for
possible loan losses.

Unearned interest on discounted loans is amortized to income
over the life of the loans, using the interest method. For all other
loans, interest is accrued daily on the outstanding balances.

Loan origination and commitment fees and certain direct loan
origination costs are being deferred and the net amount amortized
as an adjustment of the related loan’s yield. The Bank is generally
amortizing these amounts over the average contractual life.

For impaired loans, accrual of interest is discontinued on a
loan when management believes, after considering collection
efforts and other factors, that the borrower's financial condition
is such that collection of interest is doubtful. Cash collections
on impaired loans are credited to the loan receivable balance,
and no interest income is recognized on those loans until the
principal balance has been collected.

A loan is considered to be delinquent when payments
have not been made according to contractual terms, typically
evidenced by nonpayment of a monthly installment by the due
date. Loans, including impaired loans, are generally classified as
nonaccrual if they are past due as to maturity or payment of
principal or interest for a period of more than 90 days, unless
such loans are well secured and in the process of collection.
Loans that are on a cutrent payment status or past due less
than 90 days may also be classified as nonaccrual if repayment
in full of principal and/or interest is in doubt.

All interest accrued in the current calendar year but not

collected for loans that are placed on nonaccrual status or
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charged off is reversed against interest income. Uncollected
interest accrued in prior years is charged off to the allowance
for loan losses. The interest on these loans is accounted for on
the cash basis until qualifying for return to accrual. Loans are
returned to accrual status when all the principal and interest
amounts contractually due are brought current and future
payments are reasonably assured. On charged-off loans, cash
receipts in excess of the amount charged to the allowance for

loan losses are recognized as income on a cash basis.

Allowance for loan losses: The allowance for loan losses is
established through a provision for loan losses charged to
expense. Loans are charged against the allowance for loan losses
when management believes that collectibility of the principal is
unlikely. Subsequent recoveries, if any, are credited to the allowance.

The allowance is an amount that management believes
will be adequate to absorb estimated losses relating to specifi-
cally identified loans, as well as probable credit losses inherent
in the balance of the loan portfolio, based on an evaluation
of the collectibility of existing loans and prior loss experience.
This evaluation also takes into consideration such factors as
changes in the nature and volume of the loan portfolio,
overall portfolio quality, credit concentrations, trends in
historical loss experience, review of specific problem loans,
and current economic conditions.

The allowance consists of specific, general, and unallo-
cated components. The specific component relates to loans
that are classified as doubtful, substandard or special men-
tion. The general component covers non-classified loans and
is based on historical loss experience adjusted for qualitative
factors. An unallocated component is maintained to cover
uncertainties that could affect management’s estimate of
probable losses. The unallocated component of the
allowance reflects the margin of imprecision inherent in the
underlying assumptions used in the methodologies for esti-
mating specific and general losses in the portfolio.

A loan is impaired when it is probable the creditor will
be unable to collect all contractual principal and interest
payments due in accordance with the terms of the loan
agreement. Impaired loans are measured based on the pre-
sent value of payments expected to be received, using the
historical effective loan rate as the discount rate.
Alternatively, measurement also may be based on observable
market prices or, for loans that are solely dependent on the
collateral for repayment, measurement may be based on the
fair value of the collateral. The Bank does not aggregate

loans for risk classification. Loans that are to be foreclosed



are measured based on the fair value of the collateral. If the
recorded investment in the impaired loan exceeds the mea-
sure of fair value, a valuation allowance is established as a
component of the allowance for loan losses. Changes in the
allowance for loan losses relating to impaired loans are

charged or credited to the provision for loan losses.

Bank premises and equipment: Bank premises and equip-
ment are stated at cost less accumulated depreciation.
Expenditures for betterments and major renewals are capital-
ized and ordinary maintenance and repairs are charged to
operations as incurred. Depreciation is not recognized on
branches or banking facilities purchased or constructed until
the facility is occupied and opened for business. Depreciation
is computed using the straight-line method over the following

estimated useful lives.

Years
Buildings and improvements 5-39
Furniture and equipment 3.10

Foreclosed real estate: Foreclosed real estate represents
properties acquired through foreclosure or other proceedings.
Foreclosed real estate is held for sale and is recorded at the
lower of the recorded amount of the loan or fair value of the
properties less estimated costs of disposal. Any write-down to
fair value at the time of transfer to foreclosed real estate is
charged to the allowance for loan losses. Property is evaluated
regularly to ensure the recorded amount is supported by its cur-
rent fair value and valuation allowances to reduce the carrying
amount to fair value less estimated costs to dispose are recorded
as necessary. At December 31, 2004 and 2003, foreclosed real
estate totaling $0 and $97,000, respectively, is included with

other assets on the accompanying consolidated balance sheets.
Advertising costs: Advertising costs are expensed as incurred.

Intangible assets: Intangible assets, which for the Bank are
the cost of acquired customer accounts, are amortized on a
straight-line basis over the expected periods of benefit.

Income taxes: The provision for income taxes relates to
items of revenue and expenses recognized for financial
accounting purposes during each of the years. The actual
current liability may be more or less than the charge against
earnings due to the effect of deferred income taxes.

Deferred taxes are provided on a liability method whereby
deferred tax assets are recognized for deductible temporary
differences and operating loss and tax credit carryforwards

and deferred tax liabilities are recognized for taxable tempo-

27

Central Virginia Bankshares, Inc,

rary differences. Temporary differences are the differences
between the reported amounts of assets and liabilities and
their tax bases. Deferred tax assets are reduced by a valuation
allowance when, in the opinion of management, it is more
likely than not that some portion or all of the deferred tax
assets will not be realized. Deferred tax assets and liabilities
are adjusted for the effects of changes in tax laws and rates

on the date of enactment.

Earnings per share: The following data show the
amounts used in computing earnings per share and the
effect on income and the weighted average number of

shares of dilutive potential common stock.

2004 2003 2002

Income available to
common stockholders

used in basic EPS $4,364,324 $3,913,765 $3,005,164

Weighted average number
of common shares used

in basic EPS 2,243,527 1,186,028 2,157,131

Effect of dilutive securities:

Stock options 48,522 83,891 101,329

Weighted number of
common shares and
dilutive potential stock
used in diluted EPS

2,290,049 2,269,919 2,258,460

Derivative financial instruments: All derivatives are rec-
ognized on the balance sheet at their fair value as an asset or
liability. On the date the derivative contract is entered into,
the Corporation designates the derivative as a hedge of a
forecasted transaction or of the variability of cash flows to be
received or paid related to a recognized asset or liability
“cash flow” hedge. Changes in the fair value of a derivative
that is highly effective as, and that is designated and qualifies
as, a cash-flow hedge are recorded in other comprehensive
income, until earnings are affected by the variability of cash
flows (e.g., when periodic settlements on a variable-rate asset

or liability are recorded in earnings).

At December 31, 2004 and 2003, the Corporation’s only
derivative financial instrument consisted of an interest-rate
swap agreement used to lock-in the interest cash outflows on

certain floating-rate debt incurred in 2003.
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NOTE 2 |SECURITIES

continued
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Carrying amounts and approximate market values of securities available for sale are as follows:

December 31, 2004

Gross Gross
Amortized Unrealized Unrealized Approximate
Cost Gains Losses Market Value
U. S. government agencies
and corporations $ 74,479,154 $ 250,566 $ (563,451) $ 74,166,269
Bank eligible preferred and equities 20,545,680 410,316 (1,525,201) 19,430,795
Mortgage-backed securities 8,334,907 41,395 (88,897) 8,287,405
Corporate and other debt 34,657,978 2,285,417 {58,622) 3€,888,766
States and political subdivisions 21,354,535 313,854 (220,421) 21,447,968
$ 159,372,254 $ 3,301,548 $ (2,454,599) $ 160,219,203
December 31, 2003
Gross Gross
Amortized Unrealized Unrealized Approximate
Cost Gains Losses Market Value
U. S. treasuries $ 8,006,252 3 — $ (113,773) $ 7,892,479
U. S. government agencies
and corporations 70,732,187 579,711 (651,536) 70,660,362
Bank eligible preferred and equities 21,465,271 381,336 (673,367) 21,173,240
Mortgage-backed securities 8,287,179 74,031 (80,297) 8,280,913
Corporate and other debt 34,723,263 2,644,171 (55,872) 37,311,562
States and political subdivisions 20,452,881 289,246 (227,732) 20,514,395
$ 163,667,033 $ 3,968,495 $ (1,802,577) $ 165,832,951
The amortized cost and approximate market value of Amortized Approximare
Cost Market Value
securities available for sale at December 31, 2004, by
' . Due in one year or less $ 169679 $ 174,363
contractual maturity, are shown below. Maturities may Due after one year through five years 15,312,951 16,181,791
differ from contractual maturities in mortgage-backed Due after five years through ten years 47,939,074 48,930,553
. . o Due after ten years 67,069,963 67,214,296
1 h y 069, 214,
securities because the mortgages underlying the securities Bank eligible preferred and cquitics 20545680 19,430,795
may be called or repaid without any penalties. Therefore, Mortgage-backed securities 8,334,907 8,287,405

these securities are not included in the maturity categories in
the following maturity summary. Additionally, many of the
U. S. Government agency securities held have one-time,
semiannual, quarterly, or continuous call provisions that
allow the agency to redeem the debt substantially in

advance of the contractual maturity.

$159,372,254 $160,219,203

Gross gains of $337,474 and $445,202 were realized on
sales and redemptions of securities available for sale in
2004 and 2003, respectively. Gross losses of $27,083 and
$157,514 were realized on the sale of securities available

for sale in 2004 and 2003, respectively.
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Securities available for sale with unrealized losses at December 31, 2004 were as follows:

December 31, 2004

Less than twelve months Twelve months or longer Total
Approximate Approximate Approximate

Market Unrealized Market Unrealized Market Unrealized

Value Losses Value Losses Value Losses

U. S. government agencies

and corporations $21,681,260  $(130,096) $ 9,371,370 $ (433,355) $ 31,052,630 $ (563,451)
Bank eligible preferred and equities 6,240,410 {604,340) 7,203,500 (920,861) 13,443910  (1,525,201)
Mortgage-backed securities 5,273,399 {62,613) 1,949,200 (26,284) 7,222,599 (88,897)
Corporate and other debt 7,674,737 (56,629) — — 7,674,737 (56,629)
States and political subdivisions 4,552,955 (50,223) 5,471,457 (170,198) 10,024,412 (220,421)
$ 45,422,761 $ (903,901)  $23,995,527 3$(1,550,698) $ 69,418,288 $(2,454,599)

Market changes in interest rates and market changes in
credit spreads will result in temporary unrealized losses as a
normal fluctuation in the market price of securities. The
majority of the gross unrealized losses, $1,550,698 out of
total unrealized losses of $2,454,599, have been in an unre-
alized loss position for more than 12 months. These are
temporary losses due primarily to increases in interest rates

on securities purchased in 2002 and 2003. The $1,550,698

in unrealized losses which have been in a loss position for
more than twelve months are primarily fixed rate bonds
and bank eligible preferred equities. The reason for the
temporary loss is that the dividend rates on these securities
is lower than the current rates. The Corporation has
determined that there were no other than temporary
impairments associated with the above securities at

December 31, 2004.

Carrying amounts and approximate market values of securities being held to maturity are as follows:

December 34, 2004

Gross Gross
Amortized Unrealized Unrealized Approximate
Cost Gains Losses Market Value
States and political subdivisions $ 8,820,035 $ 322,299 $ (8,185) $ 9,134,143
December 31, 2003
Gross Gross
Amortized Unrealized Unrealized Approximate
Cost Gains Losses Market Value
States and political subdivisions $ 11,152,337 $ 483,324 $ — $ 11,635,661

The amortized cost and approximate market value of securities
being held to maturity at December 31, 2004, by contractual

maturity, are shown below. Approximate

Amortized Market

Cost Value
Due in one year or less $ 333,550 $ 336,026
Due after one year through five years 2,506,426 2,610,642
Due after five years through ten years 2,061,345 2,152,872
Due after ten years 3,918,714 4,034,609

$ 8,820,035 $ 9,134,149

Securities with an amortized cost of $13,132,795 and
$2,416,511 and a market value of $13,149,791 and
$2,523,169 at December 31, 2004 and 2003, respectively,
were pledged as collateral on public deposits and for other

purposes as required or permitted by law.
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continued

Major classifications of loans are summarized as follows:

December 31, 2004 2003
Commercial $ 33,250,643 $ 29,807,926
Real estate:
Mortgage 77,152,832 67,216,322
Home equity 7,282,385 5,227,258
Construction 49,787,759 45,096,386
Bank cards 880,815 891,207
Installment 14,007,904 10,292,040
180,032,318 158,531,139
Less unearned discount (100,444) (26,773)
179,932,177 158,504,366
Allowance for loan losses (2,698,622) (2,454,443)

$ 177,233,558 § 156,049,913

Loans, net

Changes in the allowance for loan losses were as follows:

Years Ended December 31, 2004 2003 2002
Balance, beginning $ 2,454,443 $2,101,698 $1,839,398
Provision charged to
operations 414,500 410,000 440,000
Loans charged off (2413,798) (112,055) (209,369)
Recoveries 43,475 54,800 31,669
Balance, ending $ 2,698,622 $2,454,443 $2,101,698

At December 31, 2004, the Bank had loans amounting to
$270,546 that were specifically classified as impaired. The
average balance of impaired loans amounted to approxi-
mately $144,461 for the year ended December 31, 2004.
The allowance for loan losses related to impaired loans
amounted to $40,302 at December 31, 2004.

The following is a summary of cash receipts on these

loans and how they were applied in 2004:
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for the years then ended, respectively. Loans past due
ninety days or more and still accruing interest amounted to
$604,783, $1,723,421, and $971,328 at December 31, 2004,
2003, and 2002, respectively.

NOTE 4 |BANK PREMISES AND EQUIPMENT

Major classifications of bank premises and equipment and the
total accumulated depreciation are summarized as follows:

December 31, 2004 2003
Land $ 1,362,039 $ 900,270
Buildings and improvements 4,168,996 3,669,191
Furniture and equipment 8,385,207 6,310,104
Branch in progress 2,294,084 —
14,710,328 10,879,565
Less accumulated depreciation  §,578,481 5,829,475

$ 8,134,145 $ 5,050,090

During the year ended December 31, 2004, the Bank began
construction of a new main office building in Powhatan,
Virginia. Costs incurred through December 31, 2004, totaled
$2,294,084 and include land cost, construction cost, and
deposits for equipment and furnishings.

NOTE 5 |INVESTMENT IN BANK OWNED

LIFE INSURANCE

The Bank is owner and designated beneficiary on life
insurance policies in the face amount of approximately
$15,975,810 maintained on certain of its officers and
directors. The earnings from these policies will be used to
offset increases in employee benefit costs. The cash surrender
value of these policies of $5,564,020 and $5,303,762 at
December 31, 2004 and 2003, respectively, is included in other
assets on the accompanying consolidated balance sheets.

NOTE 6 | MATURITIES OF TIME DEPOSITS

The scheduled maturities of time deposits at December 31,

Cash receipts applied to reduce principal balance $ 16,154 2004 are as follows:
Cash receipts recognized as interest income — '
Total cash receipts $ 16,154 Year Ending December 31

2005 $ 93,770,528
Nonaccruing loans (principally installment, commercial, 2006 20,954,904
and mortgage loans) totaled $270,546, $0, and $258,281 at 2007 15,966,895
December 31, 2004, 2003, and 2002, respectively, which 2008 19,101,276
had the effect of reducing net income $12,189 ($.01 per 2009 11,281,810

common share), $0, and $22,263 (3$.01 per common share)

$161,075,413



NOTE 7 | FHLE BORROWINGS

The borrowings from the Federal Home Loan Bank of
Atlanta, Georgia, are secured by qualifying first mortgage
loans. The borrowings at December 31, 2004 and 2003,

consist of the following:

2004 2003

Interest payable quarterly at a
fixed rate of 4.45%, principal
due and payable on January 5,
2011, callable quarterly
beginning January 7, 2002 $

5,000,000  $ 5,000,000

Interest payable quarterly at a
fixed rate of 4.03%, principal
due and payable on March 8,
2011, callable quarterly
beginning September 10, 2001

5,000,000 5,000,000

Interest payable quarterly at a
fixed rate of 3.14%, principal due
and payable on December 5,
2011, callable quarterly
beginning December 5, 2003

5,000,000 5,000,000

Interest payable quarterly at a
fixed rate of 2.99%, principal
due and payable on March 17,
2014, callable only on
March 17, 2009 5,000,000 —

Interest payable quarterly at a
fixed rate of 3.71%, principal
due and payable on November
14, 2013, callable only on
November 14, 2008

5,000,000 5,000,000

Interest payable and adjusts
quarterly to 3 month LIBOR
plus 6 basis points,currently
1.26%, principal due and

payable on December 6, 2004 —_— 1,000,000

Interest payable and adjusts
quarterly to 3 month LIBOR
plus 2 basis points, currently
2.48%, principal due and

payable on December 8, 2006 1,000,000 —

Short-term borrowing, due and
payable on January 22, 2004,
interest adjusted daily,

currently 1.15% — 5,000,000

Short-term borrowing, due and
payable on January 24, 2005,
interest adjusted daily,

currently 2.51% 4,500,000 —

$ 30,800,000 $ 26,000,000
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NOTE 8 |LONG-TERM DEBT, CAPITAL TRUST

PREFERRED SECURITIES

Capital trust preferred securities represent preferred
beneficial interests in the assets of Central Virginia
Bankshares, Inc. Statutory Trust [ (Trust). The Trust
holds certain floating rate junior subordinated debentures
due December 17, 2033, issued by the Corporation on
December 17, 2003. Distributions on the Preferred
Securities is payable quarterly at an annual rate of 3 month
LIBOR plus 2.85% (5.4% at December 31, 2004).
However, the Corporation has the option to defer distribu-
tions for up to five years. Cash distributions on the
Preferred Securities are made to the extent interest on the
debentures is received by the Trust. In the event of certain
changes or amendments to regulatory requirements or fed-
eral tax rules, the Preferred Securities are redeemable in
whole. Otherwise, the Preferred Securities are generally
redeemable by the Corporation in whole or in part on or
after December 17, 2008, at 100% of the liquidation
amount. The Trust's obligations under the Preferred
Securities are fully and unconditionally guaranteed by

the Corporation. For regulatory purposes, the Preferred

Securities aré considered a component of Tier [ capital.

NOTE 9 | INTEREST RATE SWAP AGREEMENT

The Corporation has entered into an interest rate swap
agreement related to the issuance of the trust preferred
securities. The swap is utilized to manage interest rate
exposure and is designated as a highly effective cash flow
hedge. The differential to be paid or received on all swap
agreements is accrued as interest rates change and is rec-
ognized over the life of the agreement in interest expense.
The swap agreement expires December 17, 2008, and has
an interest rate of 6.405%. The notional amount is
$5,000,000. The effect of these agreements is to make the
Corporation less susceptible to changes in interest rates by
effectively converting certain variable rate debt to fixed
rate debt. As of December 31, 2004, the estimated fair

value of the interest rate swap agreement was $39,612.
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NOTE 10| INCOME TAX MATTERS

The Corporation and Subsidiary file a consolidated federal
income tax return. The consolidated provision for income
taxes for the years ended December 31, 2004, 2003, and
2002, are as follows:

2004 2003 2002
Currently payable $ 1,226,554 $1,445,357 $1,161,386
Deferred {70,200) (8,434) (30,073)

$ 4,056,351 $1,436,923 $1,131,313

A reconciliation of the expected income tax expense
computed at 34% to the income tax expense included in

the consolidated statements of income is as follows:

Years Ended December 31, 2004 2003 2002

Computed “expected”
$4,843,030 $1,819,234 $1,406,402

tax expense

Tax-exempt interest (325,989) (236,794) (171,929)
Tax-exempt loan interest —_ (222) (5,592)
Disallowance of interest expense

deduction for the portion

attributable to carrying

tax-exempt obligations 25,504 22,841 20,324
Dividends received deduction  {285,432) (167,530)  (35,470)
Increase in cash value of

life insurance {50,248) (52,307) (51,800)
Tax credits from limited

partnership investment {4159,355) — —
Other (11,481) 51,701 (30,622

$4,058,354 $1,436,923 $1,131,313
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The deferred income tax provision consists of the
following items:

Years Ended December 31, 2004 2003 2002

Difference between loan loss pro-
vision charged to operating expense
and the bad debt deduction
taken for income tax purposes $ (62,240) $(92,662) $(74,798)

Difference between the loss from
partnership investment recognized
for financial statements, and for

income tax purposes 18,054 — —

Interest income on nonaccrual
loans recognized for federal
income tax purposes, but not
recognized for financial
15,867 10,214

statements until received (5,882)

Increase (decrease) in value of
foreclosed real estate and other
assets recognized for financial
statements, but not recognized for
5,480  (3,400) —

income tax purposes until realized

Deduction for uncollectible [ate
charges recognized for financial
statements, but not recognized for

income tax purposes until realized (278) 20 51

Difference between loan fees re-
cognized for financial statements,

and for income tax purposes (65,128) — —

Deduction for accrued supple-
mental retirement expense re-
cognized for financial statements,
but not recognized for income
(50,222) (44,053)

tax purposes until paid (57,036)

Deduction for accrued professional
fees recognized for financial
statements, but not recognized for
4,890

income tax purposes until paid (3,117) (15,045)

Increase in cash surrender value
of Bank owned life insurance
recognized for financial statements,
but not recognized for alternative
41,294 46,163

minimum tax purposes until realized 39,668

Accretion of discount recognized
for financial statements, but not
recognized for income tax
20,534 4,654

purposes until realized 17,033

Difference between the
depreciation methods used for
financial statements and for
34,515 63,252 46,843

$ (70,200) $ (8,434) $(30,073)

income tax purposes




The components of the net deferred tax asset (liability) included
in other assets (liabilities) are as follows at December 31:

2004 2003

Deferred tax assets:

Allowance for loan losses $ 860,427 $777,273

Less valuation allowance (215,032) (194,318)
645,095 582,955
Devaluation reserve on foreclosed
property and other assets 26,020 31,120
Net deferred loan fees 65,126 —
Accrued professional fees 17,272 22,162
Accrued supplemental retirement expense 451,311 94,275
Reserve for uncollectible late charges 8,860 8,284
Interest income on nonaccrual loans 5,882 —
919,266 738,796
Deferred tax liabilities:
Property and equipment 274,300 236,785
Unrealized gain on securities
available for sale 293,303 745,396
Unrealized gain on interest rate
swap agreement 15,036 —
Cumulative increase in cash
surrender value 127,125 87,457
Limited partnership investment 19,084 —
Securities 50,631 33,598
776,449 1,103,236

Net deferred tax (liability) $ 142,817 $(364,440)

NOTE 11| PROFIT-SHARING AND RETIREMENT

AND 401K PLAN

Profit-Sharing and Retirement Plan: The Bank provides a
qualified defined contribution profit-sharing and retirement
plan covering substantially all active full-time and part-time
employees of the Bank. Contributions to this plan, administered
through the Virginia Bankers Association Benefits Corporation,
are made annually to the credit of the participant’s individual
accounts, at the discretion of the Board of Directors. The plan
may be amended or terminated by the Board of Directors at any
time. Participants vest over a five-year period. Contributions
for 2004 and 2003 represented 8.25 percent of each partici-
pant’s eligible salary.

401K Plan: The Bank also provides a qualified 401K plan
in conjunction with the defined contribution plan discussed
above. Employees are eligible to participate after 6 months of
employment. Eligible employees may, subject to statutory limi-
tations, contribute a portion of their salary on a pre and
post-tax basis. The Bank provides a matching contribution of
$1.00 for every $1.00 the participant contributes up to the
first 3 percent of their salary, and $.50 for every $1.00 of the
next 2% of their salary. Participants are 100 percent vested in
all contributions.

The total contributions to both the above plans for the
years ended December 31, 2004, 2003, and 2002, were
$390,736, $351,036, and $264,802, respectively.

Central Virginia Bankshares, Inc.

NOTE 12 | SUPPLEMENTAL EXECUTIVE

RETIREMENT PLAN

During the year ended December 31, 2002, the Bank estab-
lished a Supplemental Executive Retirement Plan, (the
“SERP”), a nonqualified, unfunded, defined benefit plan for
certain executive and senior officers of the Bank as designated
by the Board of Directors. The current participants covered
by the SERP include three executive officers as well as five
other senior officers. The costs associated with this plan, as
well as several other general employee benefit plans are par-
tially offset by earnings attributable to the Bank’s purchase of
single premium Bank Owned Life Insurance (“BOLI"). The
SERP provides an annual benefit equal to 25 percent of the
participant’s final compensation payable monthly over a 15-
year period, following normal retirement at age 65, provided
the participant has been employed by the Bank for a minimum
of 8 years. A further provision exists for early retirement
beginning at age 60, subject to the same 8-year service
requirement, but with reduced benefits depending on the
number of years preceding age 65 the participant elects to
retire. Should the participant’s employment terminate due to
disability or death, and he has otherwise met the requirements
necessary to receive a supplemental benefit under the SERR,
the benefit shall be paid to the participant or his spouse. No
benefits are payable should the participant’s employment
terminate for any reason other than retirement, disability,
death, or a change in control.

The following table sets forth the plan’s funded status
and amounts recognized in the consolidated balance sheets at

December 31, 2004 and 2003:

2004 2003
Projected benefit obligation:
Beginning obligation $ 277,278 % 129,569
Service cost 138,639 129,569
Interest cost 29,414 18,140
Ending obligation $ 445031 §$ 277,278
Funded status of the plan $ (445,031) § (277,278
Net consolidated balance sheet liability $ (445,034} $ (277,278)
Net pension cost includes the
following components:
Service cost $ 438,639 § 129,569
Interest cost 29,114 18,140
$ 167,753 $ 147,709

Assumptions used in the determination of the supplemental
executive retirement plan information consist of the following:

2004 2003
Discount rate 7.0% 7.0%
Rate of increase in compensation levels 5.0% 5.0%
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continued

NOTE 13| COMMITMENTS AND CONTINGENCIES

Financial instruments with off-balance-sheet risk: The
Bank is party to financial instruments with off-balance sheet
risk in the normal course of business to meet the financing
needs of its customers. These financial instruments include
commitments to extend credit and standby letters of credit.
These instruments involve, to varying degrees, elements of
credit risk in excess of the amount recognized in the consoli-
dated balance sheets.

The Bank's exposure to credit loss in the event of non-
performance by the other party to the financial instrument
for commitments to extend credit and standby letters of
credit is represented by the contractual amount of those
instruments. The Bank uses the same credit policies in mak-
ing commitments and conditional obligations as they do for
on-balance-sheet instruments. A summary of the Bank’s
commitments at December 31, 2004 and 2003, is as follows:

2004 2003
Commitments to extend credit  $ 59,147,621 $38,841,693
Standby letters of credit 3,046,759 4,037,883

$62,164,380 $52,172,279

Commitments to extend credit are agreements to lend to a
customer as long as there is no violation of any condition
established in the contract. Since many of the commitments
are expected to expire without being drawn upon, the total
commitment amounts do not necessarily represent future
cash requirements. The Bank evaluates each customer's
credit-worthiness on a case-by-case basis. The amount of
collateral obtained, if deemed necessary by the Bank upon
extension of credit, is based on management's credit evalua-
tion of the party. Collateral held varies, but may include
accounts receivable, crops, livestock, inventory, property and
equipment, residential real estate, and income-producing
commercial properties.

Standby letters of credit are conditional commitments
issued by the Bank to guarantee the performance of a cus-
tomer to a third party. Those guarantees are primarily issued
to support public and private borrowing arrangements. The
credit risk involved in issuing letters of credit is essentially
the same as that involved in extending loan facilities to
customers. Collateral held varies as specified above and is

required in instances which the Bank deems necessary.

Borrowing Facilities: The Bank has entered into various
borrowing arrangements with other financial institutions for
Fed Funds, and other borrowings. The total amount of bot-
rowing facilities available at December 31, 2004, was approx-

imately $63,368,000.

Central Virginia Bankshares, Inc.

Concentrations of credit risk: All of the Bank’s loans,
commitments to extend credit, and standby letters of
credit have been granted to customers within the state
and, more specifically, the area surrounding Richmond,
Virginia. The concentrations of credit by type of loan are
set forth in Note 3. Although the Bank has a diversified
loan portfolio, a substantial portion of its debtors’ ability to
honor their contracts is dependent upon the agribusiness

and construction sectors of the economy.

NOTE 14 | RELATED PARTY TRANSACTIONS

The Corporation's subsidiary, Central Virginia Bank, has
had, and may be expected to have in the future, banking
transactions in the ordinary course of business with directors,
principal officers, their immediate families, and affiliated
companies in which they are principal stockholders (com-
monly referred to as related parties), all of which have
been, in the opinion of management, on the same terms,
including interest rates and collateral, as those prevailing

at the time for comparable transactions with others.

Aggregate loan transactions with related parties were as follows:

Years Ended December 31, 2004 2003

Balance, beginning $ 4,773,046  $2,193,248
New loans 3,302,541 1,225,401
Repayments (1,304,483)  (1,645,603)

Balance, ending $ 3,774,404 $ 1,773,046

STOCK DIVIDEND

On June 15, 2004, the Corporation issued 106,431 shares
of common stock pursuant to a 5% stock dividend for
stockholders of record as of May 21, 2004. As a result of the
stock dividend, common stock was increased by $133,039,
surplus was increased by $2,769,334, and retained earnings
was decreased by $2,902,373. All references in the accom-
panying consolidated financial statements to the number
of common shares and per-share amounts for 2002 and
2003 have been restated to reflect this stock dividend.
 On December 13, 2002, the Corporation issued 97,732
shares of common stock ﬁursuént to a 5% stock dividend
for stockholders of record as of November 15, 2002. As a
result of the stock dividend, common stock was increased
by $122,165, surplus was increased by $1,346,747, and
retained earnings was decreased by $1,468,912.




NOTE 16 | INCENTIVE STOCK OPTION PLAN

The Corporation has a Stock Plan that provides for the grant
of Incentive Stock Options up to a maximum of 209,475
shares of common stock. This Plan was adopted to foster and
promote the long-term growth and financial success of the
Corporation by assisting in recruiting and retaining directors
and key employees by enabling individuals who contribute
significantly to the Corporation to participate in its future
success and to associate their interests with those of the
Corporation. The options were granted at the market value
on the date of each grant. The maximum term of the options
is ten years.

The following table presents a summary of options

under the Plan at December 31: Shares Under Options

Option Price 2004 2003 2002

Qustanding, beginning ~ $ 8.67-$17.61 109,282 142,862 135,464
Increase due to
stock dividends $ 8.28-%16.77 4,402 — —
Options granted $16.77-$27.34 40,080 10,650 8,343
Options exercised $ 8.28-$16.77 {33,149) (44,330) —
Options forfeited $16.77 (200) — (945)
Outstanding, end of year ~ $ 8.28-$27.34 90,285 109,182 142,862

Options exercisable at December 31, 2004, 2003, and
2002, were 90,285, 109,182, and 142,862, respectively.

The Corporation applies APB Opinion 25 and related
interpretations in accounting for its plan. Accordingly, no
compensation cost has been recognized. Had compensation
cost for the Corporation’s stock option plan been determined
based on the fair value at the grant date consistent with the
methods of FASB Statement 123, the Corporation’s net income
and net income per share would have been reduced to the pro
forma amounts indicated below. In accordance with the transi-
tion provisions of FASB Statement 123, the pro forma amounts
reflect options with grant dates subsequent to January 1, 1995.
There were 10,050, 10,650, and 8,343 options granted during
the years ended December 31, 2004, 2003, and 2002,

respectively 2004 2003 2002

Net income

As reported $4,364,324 $3,913,765 $3,005,164

Pro forma $4,304,728 $3,889,057 $3,001,096

Basic earnings per share

As reported $1.95 $ 179 $1.39

Pro forma $4.92 $1.78 $1.39
Diluted earnings per share

As reported $1.91 $1.72 $1.33

Pro forma $1.88 $1.71 $1.33

Central Virginia Bankshares, Inc.

For purposes of computing the pro forma amounts indicated
above, the fair value of each option on the date of grant is
estimated using the Black-Scholes option-pricing model with
the following assumptions for the grants in 2004, 2003, and
2002: dividend yield of 2.18%, 2.45%, and 3.43%, respectively,
expected volatility of 20%, risk-free interest rate of 3.6%, 3.0%,
and 3.0%, and an expected option life of 9.5, 5, and 5 years,
respectively. The fair value of each option granted in 2004
was $5.93. The fair value of each option granted in 2003
and 2002 was $2.32 and $1.15, respectively.

NOTE 17| REGULATQRY MATTERS

The Corporation is subject to various regulatory capital
requirements administered by its primary federal regulator,
the Federal Reserve Bank. Failure to meet minimum capital
requirements can initiate certain mandatory, and possibly,
additional discretionary actions by regulators that, if under-
taken, could have a direct material effect on the Corporation’s
financial statements. Under capital adequacy guidelines and
the regulatory framework for prompt corrective action, the
Corporation must meet specific capital guidelines that
involve quantitative measures of the Corporation’s assets,
liabilities, and certain off-balance sheet items as calculated
under regulatory accounting practices. The Corporation’s
capital amounts and classification are also subject to
qualitative judgments by the regulators about componenits,
risk weightings, and other factors. Prompt corrective action
provisions are not applicable to bank holding companies.

Quantirative measures established by regulation to
ensure capital adequacy require the Corporation to maintain
minimum amounts and ratios as set forth in the table below
of total and Tier | capital as defined in the regulations to
risk-weighted assets as defined, and of Tier [ capital as
defined to average assets as defined. Management believes,
as of December 31, 2004, that the Corporation meets all
capital adequacy requirements to which it is subject.

As of December 31, 2004, the most recent notification
from the Federal Reserve Bank categorized the Corporation
as well capitalized under the regulatory framework for
prompt corrective action. To be categorized as well
capitalized, the Corporation must maintain minimum
total risk-based, Tier I risk-based, and Tier I leverage
ratios as set forth in the rable. There are no conditions
or events since that notification that management

believes have changed the institution’s category.
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To Be Well Capitalized

For Capital Under Prompt Corrective
Actual Adequacy Purposes Action Provisions
Amount Ratio Amount Ratio Amount Ratio
Dollars in Thousands
As of December 31, 2004:
Total Capital (to Risk Weighted Assets)
Consolidated $ 36,681 14.05% $ 20,886 8.00% N/A N/A
Central Virginia Bank 34,816 13.56% 20,540 8.00% $ 25,676 10.00%
Tier 1 Capital (to Risk Weighted Assets)
Consolidated 33,983 13.01% 10,448  4.00% N/A  N/A
Central Virginia Bank 32,526 12.52% 10,392 4.00% 15,588 5.00%
Tier I Capital (to Average Assets)
Consolidated 33,983 8.03% 15,053 4.00% N/& /A&
Central Virginia Bank 32,526 8.68% 14,989 4.00% 18,736 5.00%
As of December 31, 2003:
Total Capital (to Risk Weighted Assets)
Consolidated $34,093  14.93% $ 18,268 8.00% N/A N/A
Central Virginia Bank 31,380 13.92% 18,149 8.00% $22,687  10.00%
Tier I Capital (to Risk Weighted Assets)
Consolidated 26,537  11.62% 9,135 4.00% N/A N/A
Central Virginia Bank 29,126  12.84% 9,074 4.00% 13,610 6.00%
Tier [ Capital (to Average Assets)
Consolidated 26,537 7.48% 14,191 4.00% N/A N/A
Central Virginia Bank 29,126 8.27% 14,088 4.00% 17,609 5.00%

Banking laws and regulations limit the amount of dividends
that may be paid without prior approval of the Bank’s
regulatory agency. Under that limiration, the Bank could

NOTE 18 | FAIR VALUE OF FINANCIAL INSTRUMENTS

FASB Statement No. 107, “Disclosures about Fair Value of
Financial Instruments,” requires disclosure of fair value
information about financial instruments, whether or not
recognized in the balance sheet, for which it is practicable to
estimate that value. In cases where quoted market prices are
not available, fair values are based on estimates using present
value or other valuation techniques. Those techniques are
significantly affected by the assumptions used, including the
discount rate and estimates of future cash flows. In that
regard, the derived fair value estimates cannot be substanti-
ated by comparison to independent markets and, in many
cases, could not be realized in immediate settlement of the
instrument. Statement 107 excludes certain financial instru-

ments and all nonfinancial instruments from its disclosure

have declared additional dividends of approximately
$9,616,975 in 2004 without regulatory approval.

requirements. Accordingly, the aggregate fair value amounts
presented do not represent the underlying value of the
Corporation and subsidiary.

The following methods and assumptions were used by
the Corporation and subsidiary in estimating the fair value

of financial instruments:

Cash and cash equivalents: The carrying amounts reported
in the balance sheet for cash and short-term instruments

approximate their fair values.

Investment securities (including mortgage-backed
securities): Fair values for investment securities are based
on quoted market prices, where available. If quoted market
prices are not available, fair values are based on quoted

market prices of comparable instruments.



Mortgage loans held for sale: The carrying amount of

mortgage loans held for sale approximate their fair values.

Loans receivable: For variable-rate loans that reprice fre-
quently and with no significant change in credit risk, fair values
are based on carrying values. The fair values for other loans
are determined using estimated future cash flows, discounted
at the interest rates currently being offered for loans with

similar terms to borrowers with similar credit quality.

Accrued interest receivable and accrued interest payable:
The carrying amounts of accrued interest receivable and

accrued interest payable approximate their fair values.

Deposit liabilities: The fair values of demand deposits
equal their carrying amounts which represents the amount

payable on demand. The carrying amounts for variable-rate
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fixed-term money market accounts and certificates of deposit
approximate their fair values at the reporting date. Fair val-
ues for fixed-rate certificates of deposit are estimated using a
discounted cash flow calculation that applies interest rates
currently being offered on certificates to a schedule of aggre-

gated expected maturities on time deposits.

Federal funds purchased and securities sold under
repurchase agreements: The carrying amounts for federal
funds purchased and securities sold under repurchase agree-

ments approximate their fair values.

FHLB borrowings: The carrying amount of FHLB bor-

rowings approximate their fair values.

Capital trust preferred securities: The carrying amount of

the capital trust preferred securities approximates their fair values.

The following is a summary of the carrying amounts and estimated fair values of the Corporation and subsidiary’s financial

assets and liabilities at December 31, 2004 and 2003:

December 31, 2004 2003
Carrying Estimated Carrying Estimated
Amount Fair Value Amount Fair Value
Financial assets:
Cash and cash equivalents $ 9,663,184 $ 9,663,181 $ 13,029,151 $ 13,029,151
Securities available for sale 160,219,203 460,219,203 165,832,951 165,832,951
Securities held to maturity 8,820,035 9,134,149 11,152,337 11,635,661
Mortgage loans held for sale 1,264,175 1,264,175 762,400 762,400
Loans, net 177,233,855 181,074,555 156,049,923 161,253,923
Accrued interest receivable 2,297,414 2,297,411 2,443,082 2,443,082
Financial liabilities:
Demand and variable rate deposits 148,871,556 148,874,556 143,674,404 143,674,404
Fixed-rate certificates of deposits 161,075,443 162,474,413 157,046,110 159,471,110
Federal funds purchased and securities
sold under repurchase agreements 997,000 $87,000 4,214,000 4,214,000
FHLB borrowings 30,500,000 30,500,000 26,000,000 26,000,000
Capital trust preferred securities 5,000,000 5,000,000 5,000,000 5,000,000
Accrued interest payable 416,489 416,469 404,909 404,909

At December 31, 2004 and 2003, the Corporation had out-
standing standby letters of credit and commitments to extend

credit. These off-balance sheet financial instruments are

generally exercisable at the market rate prevailing at the date
the underlying transaction will be completed, and, therefore,

they were deemed to have no current fair market value.
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NOTE 19 | CONDENSED PARENT-ONLY FINANCIAL STATEMENTS

Financial statements for Central Virginia Bankshares, Inc., (not consolidated) are presented below.

BALANCE SHEETS STATEMENTS OF CASH FLOWS
December 31, 2004 2003 Years Ended December 31, 2004 2003 2002
Assets Cash Flows From Operating
Cash $ 327,804 $ 968,082 Activities
Investment in subsidiary 34,815,839 30,932,041 Net income 84,364,324 $3,913,765 $3,005,164
Securities available for sale 994,845 1,374,540 Adjustments to reconcile
Other assets 483,686 322,546 net income to net cash
$36,502,474  $33,597,209 provided by (used in)
Liabilities oper?tir}g activitiesi
Long-term debr ¢ 5185000 $ 5,155,000 Undistributed eamings
Accrued interest payable _ 13,344 of §ub51dla.ry (4,528,197) (3,029,873) (2,058,905)
Other liabilities 68,228 86,127 Realhzedf(gam) i [_OSS on
sales of securities
. 5,220,228  § 5254471 available for sale (28,678) (104096) 12,661
Stockholders’ Equity Change in operating
Common stock, $1.25 par value; 1t
’ ’ lities:
6,000,000 shares authorized; ?;;E:Z;Z;liﬁle;f;
2,261,716 and 2,113,274 shares other assets (101,531)  (88,073)  (19,624)
issued and outstanding in 2004 Increase (decrease) in
and 2003, respectively 2,827,145 2,641,593 i
d interest
Surplus 10,417,462 6,886,930 accrue
Retained earnings 17,558,418 17,393,695 Dscayablee' 0 (23,344) 13,344 -
Accumulated other i réa,s, n other
comprehensive income 578,221 1,420,520 liabilities — - (983)
Net cash provided by
31,380,946 28,342,738
i (used in) operating activities ~ (375,424) 705,067 938,313
$38,802,174 $ 33,597,209
Cash Flows From Investing
Activities
STATEMENTS OF INCOME Procee-ds from sales of
vars Ended Decemtber 31 2004 2003 2002 securities available for sale 334,079 353,698 306,770
Years ccember 2 Investment in subsidiary —  (5,000,000) —
Income: Investment in Central
Management fees $ 27,000 § 36000 $ 36,000 Virginia Bankshares
Dlvide§d§ received from Statutory Trust [ —  (155,000) —
subsidiary — 788,517 932,892 Purch ¢ i
Equity in undistributed ure dasslo fseculn Hes . 50.481 487,388
i 49,740 , ,
carnings of subsidiary 4,528,497 3029873  2,058.905 avaraple for sae @ ) (G0481) ¢ )
Dividend income 75,361 89,580 77686  Netcash (used in)
Gain (loss) on sale investing activities 384,339 (4,851,783) (180,618)
of securities available
for sale 26,676 104,096 (12,661)  Cash Flows From Financing
4,727,736 4048066 3,092,822 Activities ,
Expenses: Net proceeds from issuance
Operating expenses 149,944 98,404 108,265 of common stoc.k 648,035 766,843 177,706
Interest expense 324,603 13,344 — Net proceeds from issuance
574.547 (11748 108,265 of long-term debt — 5,155,000 —
! 74 ’ Payment for fractional
In?ome before shares of common stock (10,540) — (2,875)
income taxes 4,283,487 3,936,318 2,984,557 Dividends paid (1,286,688) (1,061,919)  (930,017)
- . Net cash provided by (used in)
Inconl;e raxes : iii';'}i;;g 92?5;; 3(255’6&7) financing activities (849,193) 4,859,924  (755,186)
t i ,364, 3,913,7 ,005,
et income $ $ A Increase (decrease) in cash  (840,278) 713,208 2,509
Cash, beginning 268,082 254,874 252,365
Cash, ending $ 327,804 $ 968,082 $ 254,874
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MITCHELL,
To the Board of Directors and Stockholders WIGGIN%I
Central Virginia Bankshares, Inc. COl\/H)AN Yu,

Powhatan, Virginia CERTIFIED PUBLIC ACCOUNTANTS
AND CONSULTANTS

We have audited the consolidated balance sheets of Central Virginia Bankshares,
Inc., and subsidiary as of December 31, 2004 and 2003, and the related consolidated
statements of income, stockholders' equity, and cash flows for each of the three years
in the period ended December 31, 2004. These financial statements are the responsi-
bility of the Corporation's management. Our responsibility is to express an opinion
on these financial statements based on our audits.

We conducted our audits in accordance with the standards 6f the Public
Company Accounting Oversight Board (United States). Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and significant esti-
mates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present
fairly, in all material respects, the financial position of Central Virginia Bankshares,
Inc., and subsidiary as of December 31, 2004 and 2003, and the results of their oper-
ations and their cash flows for each of the three years in the period ended December
31, 2004, in conformity with accounting principles generally accepted in the United

States of America.

W wlﬁ&,){ M LLP

Richmond, Virginia
February 2, 2005
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COMMON STOCK
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Central Virginia Bankshares, Inc common stock trades on The following table shows dividends paid and the high
the Nasdaq Stock Market™ under the symbol “CVBK”. and low trade prices by quarter for the past two years
As of March 15, 2005, the Company had approximately according to Nasdag.

838 shareholders of record.

2004 2003

High Low Dividends High Low Dividends

Trade Trade Paid Trade Trade Paid
First Quarter $30.50 $26.00 $.145 $16.61 $14.70 $.12
Second Quarter 30.00 26.54 .145 19.80 15.70 13
Third Quarter 28.30 23.95 .145 24.99 17.76 13
Fourth Quarter 30.18 25.30 145 26.75 24.99 13
Stock Transfer Agent Independent Accountants Corporate Office Legal Counsel
Registrar and Transfer Co. Mitchell, Wiggins & Company, LLP 2036 New Dorset Road Williams, Mullen, Clark & Dobbins
10 Commerce Drive Certified Public Accountants Powhatan, Va. 23139 Richmond, Va.
Cranford, NJ 07016 ) Richmond, Va. (804) 403-2000 Web Site

www.centralvabank.com

Form 10-K A Copy of Form 10-K, including financial statement schedules, as filed with the Securities and Exchange Commission will
be furnished without charge upon written request.

CORPORATE

2036 New Dorset Road
Powhatan, Va. 23139
(804) 403-2000
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Human Resources/Training
Item Processing
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Information Technology
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Commercial/ Construction Lending

BANKING LOCATIONS
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Midlothian, Va. 23112 (804) 794-0033 Branch Manager
(804) 744-1784 Branch Manager Elaine M. Burns
Branch Manager Connie G. Wheeler
Linda J. Lamm

Wellesley

BeMgrade 3490 Lauderdale Drive
2500 Promenade Parkway Glen Allen
Midlothian, Va. 23113 (804) 364-6200
(804) 897-9370 Branch Manager
Branch Manager Bernard . Skammer

Elizabeth F. Brown
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